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PART  240— GENERAL  RULES  AND  REGU¬ 
LATIONS,  SECURITIES  EXCHANGE  ACT 
OF  1934 

Regulation  of  Transfer  Agents 

AGENCY:  Securities  and  Exchange 
Commission. 

ACTION:  Pinal  rules. 

SUMMARY:  The  Securities  and  Ex¬ 
change  Commission,  in  order  to  facili¬ 
tate  the  establishment  of  a  national  sys¬ 
tem  for  the  clearance  and  settl«nent  of 
transactions  in  securities  imder  section 
17A  of  the  Securities  Exchange  Act  of 
1934,  is  adopting  rules  applicable  to 
transfer  agents.  The  rules  are  intended: 
(1)  to  assure  that  registered  transfer 
agents  perform  their  functions  in  a 
pr(»npt  and  accurate  manner;  (2)  to 
provide  early  warning  of  inadequate 
transfer  agent  performance;  (3)  to  ap¬ 
ply  limitations  on  the  expansion  of  trans¬ 
fer  agent  activities  when  transfer  agents 
are  unable  to  meet  the  performance  time 
standards;  (4)  to  assure  prompt  re¬ 
sponse  to  Inquiries  concerning  the  status 
of  items  presented  for  transfer;  and  (5) 
to  require  the  maintenance  and  preser¬ 
vation  of  certain  records  necessary  to 
monitor  compliance  with  the  proposed 
rules. 

EFFECTIVE  .DATES:  Sections  240. 
17Ad-l;  240.17Ad-2  (c).  (d).  <f>.  (g). 
and  (h) ;  and  17Ad-4;  October  3,  1977. 
Sections  240.17Ad-2  (a),  ‘b>  and  ie) ; 
17Ad-3;  and  17Ad-5  through  7:  January 
2,  1978. 

FOR  FURTHER  INFORMATION  CON¬ 
TACT; 

Harry  F.  Da.v,  Assistant  Director,  Di¬ 
vision  of  Market  Regulation,  Securi¬ 
ties  and  Exchange  Commission,  Wash¬ 
ington,  D.C.  20549,  202-472-4515  or 
202-755-8834. 

SUPPLEMENTARY  INFORMATION: 
Notice  is  hereby  given  that  the  Securi¬ 
ties  and  Exchange  Commission  (the 
“Cranmlssion”)  has  amended  Title  17, 
Chapter  n.  Part  240  of  the  Code  of  Fed¬ 
eral  Regulations  to  add  §S  240.17Ad-l, 
240.17Ad-2.  240.17Ad-3,  240.17Ad-4. 

340.17Ad-5,  240.17Ad-6  and  240.17Ad- 
7  (hereinafter  “adopted  rules”)  under 
the  Securities  Exchange  Act  of  1934  (the 
“Act”),  in  particular  Sections  2,  17,  17A 
and  23(a)  of  that  Act,  15  UJ5.C.  78b, 
78q,  78q-1  and  78w(a).  In  accordance 
with  Section  17A(d)  (3)  (A)  (1)  of  the 
Act,  15  U.S.C.  78q-l(d)  (3)  (A)(1),  the 
Commission  consulted  and  requested  the 
views  of  the  Federal  bank  regulatory 
agencies  at  least  fifteen  days  prior  to 
this  announcement. 

I.  Introduction 

A.  BACKGROUND 

On  May  12, 1976,  the  Commission  pub¬ 
lished  notice  ot  pmfMeed  rules  (“draft 
rules”)  prescribing  performance  stand¬ 


ards  for  registered  transfer  agents.’  The 
Commission  received  approximately  150 
letters  of  comment  on  the  draft  rules, 
and  those  letters  were  carefully  consid¬ 
ered  in  drafting  revised  rules. 

On  February  24.  1977,  the  Commission 
publish^  revised  rules  for  comment 
(“proposed  rules”).’  The  comment  pe¬ 
riod  ended  April  13,  1977,  and  the  Com¬ 
mission  received  45  letters  of  comment. 
The  rules  adopted  herein  include  a  num¬ 
ber  of  revisions  (discussed  below)  made 
to  the  proposed  rules  in  respon.se  to  the 
suggestions  of  the  commentors. 

B.  THE  PURPOSE  OF  THE  ADOPTED  RULES 

The  adopted  rules  are  designed  to  pro¬ 
tect  investors  and  persons  facilitating 
transactions  by  and  on  behalf  of  in¬ 
vestors  and  to  contribute  to  the  estab¬ 
lishment  of  a  national  system  for  the 
prompt  and  accurate  clearance  and  set¬ 
tlement  of  transactions  in  securities  by: 

( 1 )  assuring  that  the  transfer  agent 
community  performs  its  functions  in  a 
prompt,  accurate  and  more  predictable 
manner;  (2)  providing  an  early  warn¬ 
ing  system  to  alert  the  transfer  agent 
regulatory  agencies  ’  that  a  transfer 
agent  is  not  meeting  the  performance 
standards,  thereby  enabling  those  agen- 
ies  to  take  timely  preventive  and  reme¬ 
dial  measures  to  protect  tlie  public  inter¬ 
est  and  investors;  <3)  precluding  a 
transfer  agent  from  expanding  its  trans¬ 
fer  agent  activities  when  it  has  been  un¬ 
able  to  comply  with  performance  stand¬ 
ards  and,  in  the  event  of  continued  sub¬ 
stantial  performance  failures,  requiring 
such  transfer  agent  to  alert  issuers  of 
securities  serviced  by  it  of  its  perform¬ 
ance  failures;  (4)  assuring  prompt  re¬ 
sponse  to  Inquiries  concerning  the  status 
of  items  presented  for  transfer  and  to 
certain  other  Inquiries,  in  order  to  better 
meet  the  needs  of  Investors  who  deal 
with  transfer  agents,  to  prwnote  more 
prompt  identification  of  lost  securities 
and  to  assist  broker-dealers  undergoing 
examination  and  seeking  to  comply  with 
requirements  relating  to  control  of  cus¬ 
tomer  securities;  and  (5)  prescribing 
recordkeeping  and  record  retentiwi  re¬ 
quirements  to  better  enable  transfer 
agents  to  monitor  their  own  activities 
and  to  permit  regulatory  authorities  to 
monitor  transfer  agent  compliance  with 
the  adopted  rules. 


'  See  Securities  Exchange  Act  Release  No. 
34-12440  (Afay  12,  1976);  9  SEC  Docket  627 
(May  26,  1976);  41  FR  22595  (June  4.  1976). 
Comments  were  requested  to  be  submltt^ 
by  July  2,  1976,  and  that  deadline  was  ex¬ 
tended  to  July  19,  1976  in  Securities  Ex¬ 
change  Act  Release  No.  34-12594  (July  2, 

1976) ;  9  SEC  Docket  1029  (July  21.  1976); 
41  FR  28798  (July  13,  1976) . 

*  Securities  Exchange  Act  Release  No.  34- 
13293  (Feb.  24,  1977);  11  SEC  Docket  1818 
(March  8.  1977);  42  FR  12191  (March  3, 

1977) . 

•TThe  appropriate  regulatory  agencies  for 
transfer  agents,  which  iwe  set  forth  In  Sec- 
Uon  3(a)  (34)  (B)  of  the  Act,  16  UJB.C.  78c 
(a)  (34)  (B),  are  the  Office  of  the  Comptroller 
of  the  Currency,  the  Bofu-d  of  OoTernors  of 
the  Federal  Reserve  System,  the  Federal  De¬ 
posits  Insurance  Corporation  and  the  Se¬ 
curities  and  Exchange  CX>minla6loD. 


C.  BrrECT  ON  RULES  OF  SELF-REGULATORY 
ORGANIZATIONS 

Several  cconmenters  questlcmed 
whether  the  Commission’s  turnaround 
rules  supersede  similar  rules  Imposed  by 
self -regulatory  organizations  which  re¬ 
quire,  among  other  things,  that  transfer 
agents  acting  for  certain  listed  Issues 
effect  turnaround  within  48  hours.  The 
adopted  rules  are  not  intended  to  and 
do  not  supersede  any  rules  of  self- 
regulatory  organizations  which  Impose 
more  stringent  performance  .standard.®  • 

D.  EXEMPTIONS 

Under  §  240.17Ad— 4  transfers  of  cer¬ 
tain  securities  and  transfer  agents  In 
certain  circumstances  Eire  exempt  from 
parts  of  these  rules.  Under  paragraph 
<a)  of  that  section  certain  transfers  are 
exempt  from  5§  240.17Ad-2,  240.17Ad-3 
and  §  240,17Ad-6(a)  (1)  through  (7)  and 
(11).  but  remain  subject  to  240.17Ad- 

I,  240.17Ad-4,  240.17Ad-5.  240.17Ad-6 

(a)  <8),  (9)  and  (10),  (b)  and  (c)  and 

§  240.17Ad-7.  Tiansfer  agents  who  qual¬ 
ify  for  exemption  under  paragraph  <b 
of  5  240.17Ad-4  are  exempt  from  ?S  240  - 
17Ad-2  (a),  (b),  (c),  (d)  and  (h). 
240.17Ad-3  and  240.17Ad-6(a)  <2> 

through  (7)  and  (11),  but  remain  sub¬ 
ject  to  55  240.17Ad-l,  240.17Ad-2  (e(. 
(f)  and  (g),  55  240.17Ad-4,  240.17Ad- 

5.  240.17Ad-6(a)  (1).  (8),  (9>  and  dO' 

(b)  and  (c)  and  5  240.17Ad-7 

II.  Discussion  of  the  Adopted  Turn¬ 
around  Rules  in  Light  of  Comments 

Received 

A  sfction-by-section  discussion 
of  the  adopted  rules 

Section  240.17Ad-l  Definitions 

Section  240.17Ad-l  defines  .salient 
terms  used  throughout  the  rules;  famili¬ 
arity  with  these  definitions  L®  e.ssential 
to  understanding  the  rules. 

The  basic  unit  for  which  turnaround 
times  and  other  requirements  are  pre¬ 
scribed  is  an  “item.”  Section  240.17Ad-l 
defines  “item”  to  mean  the  certificate.® 
of  a  single  issue  of  securities  presented 
under  one  ticket,  or,  if  there  is  no  ticket 
(as  is  often  the  case  with  mail  items 
from  individuals),  presented  at  one  time 
by  one  presenter.  Several  commentors 
noted  that  in  the  past  a  single  submis¬ 
sion  by  a  depositoi7  (shipment  control 
list)  might  Include  a  very  large  number 
of  individual  transfer  Instructions. 
These  commentors  recommended  that 
the  term  “item”  be  defined  to  mean  each 
Individual  transfer  instruction  for  cer- 


*  ITie  ruies  usually  mentioned  in  this  con¬ 
nection  are  the  New  York  Stock  Exchange's 
Rule  496  and  the  American  Stock  Exchange's 
Rule  891.  See  2  NYSE  Guide  (CCIH)  para. 
3496  and  2  Am.  Stock  Ex.  Guide  (CCIH) 
para.  9681.  Tboee  rules  and  similar  rules  of 
other  aeU-regulatory  organizations  were 
identified  for  review  by  the  Clommisaion 
pursuant  to  Section  81(b)  of  the  Securities 
Acts  Amendments  of  1976  and  murently  are 
being  examined  in  aoctwdanoe  with  the  pro¬ 
cedures  provided  in  that  section.  Securities 
Exchange  Act  Release  No.  18027  (Decem¬ 
ber  1,  1976):  11  SBO  Docket  1066  (Decem¬ 
ber  14,  1976);  41  PR  63473  (December  7, 
1976). 
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tificates  of  a  single  issue  of  securities 
included  within  a  single  ticket.  It  ttp- 
pears  that  the  depository  concerned 
has  recently  implemented  changes  in 
its  procedures,  and  that,  as  a  result, 
each  ticket  (shipment  control  list)  shall 
on  the  average  contain  20  lines  requir¬ 
ing  the  issuance  of  a  total  of  24  certifi¬ 
cates.  Although  many  of  the  shipment 
control  lists  will  exceed  this  average,  we 
have  been  assured  that  the  upward  vari¬ 
ation  in  size  will  not  be  of  a  magnitude 
to  create  difficulties.  Accordingly,  the 
definition  of  “item”  has  not  been 
changed.  The  definition  also  extends  to 
items  presented  under  a  transfer  agent 
custodian  arrangement.  Finally,  the  def¬ 
inition  provides  that,  for  an  outside 
registrar,  each  certificate  to  be  counter¬ 
signed  is  an  item. 

Section  17Ad-l(c)  provides  that  an 
item  is.  in  various  circumstances  de¬ 
scribed  therein,  “made  available”  when 
it  is  dispatched  or  mailed.  An  Item  Is 
considered  dispatched  when  it  leaves 
the  premises  at  which  transfer  agent 
fimctlons  are  performed  and  Is  sent  to 
the  receiving  party  or  to  a  location  from 
which  it  Is  to  be  picked  up  by  the  re¬ 
ceiving  party.  For  example,  an  outside 
registrar  that  received  tefore  noon  an 
item  subject  to  the  processing  require¬ 
ment  of  §  240.17Ad-2(b)  (1)  would  make 
the  item  available  when,  on  or  before 
the  opening  of  business  the  next  busi¬ 
ness  day,  the  item  is  being  taken  by  a 
messenger  to  a  clearing  house  for  de¬ 
livery  to  the  transfer  agent.  An  item  is 
considered  mailed  either  when  It  is  de¬ 
livered  to  the  location  from  which  it  is 
collected  by  the  U.S.  Postal  Service  or 
when  it  Is  being  delivered  to  the  U.S. 
Postal  Service.  The  term  “made  avail¬ 
able”  has  been  amended  to  include  the 
transfer  agent’s  forwarding  to  a  pre¬ 
senter,  or  other  proper  ’party,  an  item 
which  has  been  returned  to  the  transfer 
agent  by  an  outside  registrar. 

The  term  “transfer”  is  defined  as  the 
accomplishment  of  all  acts  necessary  to 
cancel  certificates  presetted  and  to  issue 
new  certificates,  including  performance 
of  the  registrar  function,  and  to  make 
the  item  available  to  the  presenter.  One 
commenter  asked  whether  original  is¬ 
sues  are  excluded  from  the  definition  of 
“transfer.”  Public  distributicms,  whether 
initial  or  secondary  offerings,  are  not 
excluded  from  the  term  “transfer.”  Nev¬ 
ertheless,  the  Commission  recognizes 
that  an  unusual  volume  of  transfers  is 
often  associated  with  public  offerings, 
and  a  provision  for  offerings  is  included 
in  subsection  (1)  (8) .‘  TTie  second  part  of 
the  definiticm  of  "transfer”  refers  to  the 
manner  in  which  a  transfer  may  be  ac¬ 
complished  when  a  transfer  agent  main¬ 
tains  custedy  of  securities  under  a  trans¬ 
fer  agent  custodian  program.  IThe  lan¬ 
guage  “or  complete  registration  of 
change  in  ownership  of  all  or  a  portion 
of  these  securities”  refers  not  to  the 
function  performed  by  the  registrar  but 
to  the  transfer  and  registration  of  own- 


*See  the  dtocueslon  of  Section  240.17Ad- 
1(1)  (8)  concerning  the  definition  of  "rou¬ 
tine  Item”  Infra. 


ership  by  b(X)k  entry  on  the  security- 
holder  records  when  no  certificates  are 
issued. 

“Turnaround”  of  an  item  is  acccxn- 
plished,  in  the  case  of  a  transfer  agent 
that  acts  in  the  dual  capacity  of  trans¬ 
fer  agent  and  registrar  with  respect  to 
that  item,  when  the  item- is  transferred. 
For  other  transfer  agents,  turnaround 
occurs  when  the  item  is  made  available 
to  the  outside  registrar. 

Consideration  was  given  to  establish¬ 
ing  a  minimum  time  period  within  which 
items  received  from  an  outride  registrar 
must  be  made  available  to  the  presenter. 
In  the  absence  of  any  indication  that  this 
matter  has  been  a  source  of  delay,  the 
Commission  has  required  in  §  240.17Ad- 
2(f)  that  a  transfer  agent  make  such 
items  available  “promptly”  to  the  pre¬ 
senter.  In  most  circumstances,  “prompt¬ 
ly”  would  mean  that  any  item  received 
by  a  transfer  agent  frwn  an  outside  reg¬ 
istrar  in  mid-afternoon  would  be  made 
available  to  the  presenter  by  the  close 
of  business  the  .same  day.  The  Commis¬ 
sion  will  monitor  the  time  taken  by 
transfer  agents  to  make  such  items 
available  to  presenters  and  will  propose 
a  specific  time  requirement  for  this  step 
should  experience  indicate  that  such  a 
requirement  is  needed. 

For  the  purpose  of  measuring  the  per¬ 
formance  of  an  outside  registrar,  the 
term  “turnaround”  does  not  apply:  in¬ 
stead,  the  term  “process”  is  used.  An 
outside  registrar  is  ccmsidered  to  have 
processed  an  item  either  when  all  acts 
necessary  to  perform  the  registrar  func¬ 
tion  are  completed  and  the  item  is  made 
available  to  the  presenting  transfer 
agent  or  when  tlie  presenting  transfer 
agent  is  advised  why  the  registrar  func¬ 
tion  for  the  item  is  delayed  or  may  not 
be  completed. 

nie  time  period  for  turnaround  or 
processing  of  an  item  begins  when  the 
item  is  received  by  the  registered  trans¬ 
fer  agent.  Several  commenters  suggested 
that  the  time  of  “receipt”  of  an  item  be 
]x>stponed  until  it  arrives  in  the  very 
room  in  which  transfer  agent  functi(Xis 
are  performed.  Most  commenters,  how¬ 
ever,  nlid  not  foresee  a  problem  with  the 
proposed  definition.  Accordingly,  no 
change  has  been  made,  and  “receipt” 
occurs  when  an  item  arrives  at  the  prem¬ 
ises  at  which  the  transfer  agent  per¬ 
forms  transfer  agent  functions.  It  will, 
therefore,  be  in  the  transfer  agent’s  in¬ 
terest  to  see  tliat  a  received  item  is 
promptly  iorwarded  from  the  mail  room 
to  the  transfer  department. 

Items  received  at  a  “window”  or  mail 
room  at  the  premises  at  which  the  trans¬ 
fer  agent  performs  transfer  agent  func¬ 
tions  shall  also  be  deemed  to  have  been 
received  by  the  transfer  agent.  However, 
items  received  at  a  “drop”  or  “window” 
maintained  at  a  significant  distance 
from  the  premises  where  the  transfer 
agent  performs  its  transfer  agent  func¬ 
tions  usually  would  not  be  considered 
received  for  the  purposes  of  S  240.17Ad- 
2  up<Mi  arrival  at  such  “drop”  or  “win¬ 
dow”:  such  items  would  be  considered 
received  up(Hi  delivery  to  the  premises 
where  the  transfer  agent  performs 


transfer  agent  functions.*  Additionally, 
items  presented  for  transfer  but  rejected 
at  a  “drop”  or  “window”  are  not  deemed 
to  be  received. 

Section  240.17Ad-l(h)  defines  the  term 
“business  day.”  'The  second  sentence  of 
the  pr(HX)6ed  subparagraph  has  been 
moved  to  Section  17Ad-2 (a) .  ( See  discus¬ 
sion  infra.) 

The  performance  time  standards  of  tlie 
turnaround  rules  apply  to  items  that  are 
considered  “routine,”  as  defined  by 
§  240.17Ad-l(i).  It  should  be  noted  that 
distinctions  between  “routine”  and  “non¬ 
routine”  do  not  depend  cm  whether  an 
item  is  received  through  the  mail.  Trans¬ 
fer  agents  are,  in  effect,  required  to  ex¬ 
amine  uniformly  all  itons  received,  re¬ 
gardless  of  the  manner  in  which  pre¬ 
sented,  to  determine  whether  they  are 
routine  or  non -routine. 

The  first  exclusicm  from  “routine”  in 
paragraph  (i)  refers  to  Issues  for  which 
the  transfer  agent  does  not  maintain  a 
woiicing  supply  of  unissued  certificates 
but  requisitions  th«n  as  needed  from  an¬ 
other  source,  such  as  the  issuer;  this 
practice  is  often  required  by  municipali¬ 
ties  with  respect  to  Issues  of  mimlcipal 
bonds.  Some  commenters  recommended 
that  tee  exclusion  should  be  available  to 
a  transfer  agent  teat  has  exhausted  tee 
supply  of  certificates  It  customarily  re¬ 
tains  in  inventory,  provided  tee  transfer 
agent  made  a  timely  request  for  more 
certificates  frcnn  tee  Issuer.  ’The  avail¬ 
ability  of  certificates  cannot  be  con¬ 
trolled  completely  by  the  transfer  agent. 
Nevertheless,  tee  absence  of  an  exclusion 
for  such  items  from  tee  definiticm  of  a 
routine  item  encourages  the  implementa¬ 
tion  of  effective  inventory  control  and  ef¬ 
ficient  re-order  procedures  to  insure  tee 
timely  initiation  of  requests  for  new  cer¬ 
tificates.  Diligent  foUow-up  of  these  re¬ 
quests  appears  effective  in  most  instances 
to  insure  tee  timely  arrival  of  new  cer¬ 
tificates.  When,  however,  these  measiu-es 
fail  and  a  transfer  agent’s  performance 
is  adversely  affected  by  a  delayed  arrival 
of  new  certificates,  teat  factor  may  be 
asserted  as  a  basis  for  exempUve  relief 
frrnn  9  240.17Ad-3.  Moreover,  transfer 
agents  requisitioning  new  certificates 
may  remind  issuers  and  others  of  tee  ob¬ 
ligations  imposed  upon  transfer  agents 
by  these  rules. 

Under  tee  adopted  rule,  legal  items  are 
not  necessarily  “non-routine.”  Several 
commenters  recommended  that  all  items 
accompanied  by  certified  corpjorate  reso¬ 
lutions  be  deleted  from  tee  definition  of 
“routine.”  Since  it  appears  that  most 
certified  corporate  resoliJtions  follow 
standard  forms  and  are  found  acceptable 
for  transfer,  no  change  has  been  made  in 
§  240.17Ad-l(l)  (4).  As  a  result,  if  a  legal 
item  requires  no  more  than  a  review  of 
the  supporting  documentation  listed  in 


*In  this  connection.  It  should  be  noted 
that  { 240.17Ad-2(e)  requires  a  transfer 
agent  that  receives  Items  at  a  location  other 
than  the  premises  at  which  It  performs 
transfer  agent  functions  to  have  appropriate 
procedures  to  assure  that  the  Items  are  for¬ 
warded  "promptly"  to  the  premises  at  which 
receipt  will  be  deemed  to  occur. 
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subsection  (i)  (4)  (that  is,  “assignments, 
endCH^ements  or  stock  powers,  certified 
corporate  resolutions,  •  •  *”),  the  item 
would  be  considered  routine.  If  that  re¬ 
view,  however,  raised  the  need  to  obtain 
additional  dociunentation,  an  opinion  of 
counsel  or  other  matter  listed  in  subsec¬ 
tion  (i)  (3) ,  the  item  would  be  considered 
“non-routine.” 

In  response  to  comments,  subsection 
(6)  has  been  amended  to  exclude  from 
coverage  as  a  routine  item  any  warrant, 
right  or  convertible  security  presented 
for  teansfer  of  record  ownership  within 
five  (Increased  from  two)  business  days 
before  exercise  or  conversion  privileges 
either  lapse  or  change.  The  word 
“change”  was  added  to  bring  within  the 
scope  of  subsection  (6)  securities  which 
have  multiple  or  step-down  conversion 
dates.  A  new  subsection  (7)  has  been 
added  to  exclude  fnxn  coverage  as  a  rou¬ 
tine  item  any  warrant,  right,  or  converti¬ 
ble  security  presented  for  exercise  or  con- 
versicm. 

Pr(vx)sed  subsection  (i)  (7),  which  ex¬ 
cluded  from  the  definition  of  routine  item 
a  security  of  an  issue  whose  outstading 
amoimt  was  increased  by  25  percent  or 
more  within  the  previous  15  business 
days  in  a  public  offering  of  securities  reg¬ 
istered  under  the  Securities  Act  of  1933, 
was  intended  to  provide  temporary  re¬ 
lief  frcm  the  90  percent-three  day  turn¬ 
around  reQuirement  in  light  of  the  acute 
volume  of  transfers  which  occur  immedi¬ 
ately  after  a  public  offering  of  a  substan¬ 
tial  amount  of  securities.  Since  the 
amoimts  of  outstanding  securities  vary 
so  widely  among  issuers,  the  determina¬ 
tion  of  a  percentage  breakpoint  for  the 
size  of  an  offering  that  would  qualify  the 
Issue  for  temporary  nonroutine  treat¬ 
ment  has  not  proved  feasible.  Instead, 
subsection  (i)  (8)  as  adopted  permits 
temporary  non-routine  treatment  pro¬ 
vided  the  registered  offering  is  “not  of  a 
cmitinuing  nature.”  To  the  extent  the  of¬ 
fering  is  made  in  the  form  of  employee* 
stock  option  purchases,  or  is  othen^’ise 
an  offering  which  continues  over  a  pe¬ 
riod  of  time,  items  containing  securities 
of  the  issue  are  routine  under  subsection 
(i)(8). 

Nevertheless,  although  such  items  are 
temporarily  deemed  non-routine,  trans¬ 
fer  agents  are  reminded  that  §  240.17 
Ad-2(e)  requires  that  non-routine  items 
be  given  diligent  and  continuous  atten¬ 
tion  and  turned  around  as  soon  as  pos¬ 
sible. 

Some  commentors  suggested  that  the 
definition  of’“routine  item”  exclude  se¬ 
curities  of  an  issue  for  which  the  trans¬ 
fer  agent  recently  assumed  the  respon¬ 
sibility  for  performance  of  transfer 
agent  functions  from  another  transfer 
agent.  These  commentors  believed  that 
In  such  circumstances  the  records  may 
be  in  disarray  and  require  an  extensive 
period  before  they  are  properly  arranged. 
Because  the  turnaround  rules  do  not  ad¬ 
dress  the  updating  of  securityholder 
records  (except  in  the  circximstance  in 
which  a  transfer  agent  acts  as  custodian 
of  the  securities),  and  since  changes  in 
transfer  agents  are  carefully  timed  to 
avoid  any  delay  in  effecting  transfers. 


tlie  suggested  addition  to  the  definition 
of  routine  item  has  not  been  made. 

Section  240.17AD-2  Turnaround, 
Processing  and  Forwarding  of  Items 

Paragraph  (a)  of  5  240.17Ad-2  sets 
forth  the  basic  requirement  that  transfer 
agents  (except  when  acting  as  outside 
registrars),  with  regard  to  at  least  90 
percent  of  routine  items  received  during 
any  month,  must  perform  their  func¬ 
tions  “turnaround”  such  items)  within 
three  business  days  of  the  items’  receipt. 
Paragraph  (a),  as  proposed,  has  been 
amended  by  adding  the  second  sentence 
from  proposed  Section  17Ad-l(h)  (the 
definition  of  business  day)  which  estab¬ 
lishes  a  noon-to-noon  cutoff  for  items  re¬ 
ceived  that  are  subject  to  paragraph 
(a>  .' 

As  proposed,  paragraph  (b>,  which 
pertains  to  a  transfer  agent  when  act¬ 
ing  as  an  outside  registrar,  required  tliat 
at  least  90%  of  all  items  received  dur¬ 
ing  any  month  at  or  before  noon  on  any 
business  day  be  processed  by  the  close  of 
business  that  day.  That  paragraph,  as 
adopted,  requires  the  processing  to  be 
completed  by  the  opening  of  the  next 
business  day.  This  change  was  made  in 
recognition  of  the  geographical  distances 
that  must  be  traversed  in  some  parts  of 
the  nation  in  order  to  deliver  completed 
registrar  items  to  the  transfer  agent. 
Although  the  Commission  is  aware  that 
a  number  of  outside  registrars  both 
process  and  deliver  most  of  their  items 
in  two  to  five  hours  and  encourages  them 
to  continue  to  do  so.  geographic  con¬ 
siderations  make  such  a  standard  un¬ 
realistic  for  much  of  the  nation.  The 
provision  requiring  that  at  least  90%  of 
all  items  received  after  noon  on  any  busi¬ 
ness  day  be  processed  by  noon  of  the 
next  business  day  hsus  not  been  changed. 
Certain  items  are  excluded  from  tlie 
term  “items  received”  in  paragraph  (b) 


•  The  sentence  In  question  provides  that 
items  received  at  or  before  noon  on  a  busi¬ 
ness  day  shall  be  deemed  to  have  been  re¬ 
ceived  at  noon  on  that  day,  and  that  items 
received  after  noon  on  a  business  day,  on  a 
weekend  or  on  a  holiday  shall  be  considered 
as  received  at  noon  on  the  next  business 
day.  For  example,  this  provision,  operates 
as  follows;  An  item  received  at  11:00  a.m.  on 
a  Monday  that  Is  not  a  holiday  would  be 
considered  as  received  at  noon  on  that  day 
and,  assuming  none  of  the  intervening  days 
are  holidays,  would  have  to  be  turned  around 
by  noon  on  Thursday.  Assuming  either  one 
of  the  Intervening  days  or  Thursday  is  a 
holiday,  the  item  would  have  to  be  turned 
around  by  noon  of  the  following  biuslness 
day  (Friday).  An  Item  received  on  a  Friday 
afternoon,  or  received  on  a  weekend,  would 
be  considered  as  received  at  noon  on  Mon¬ 
day  and,  assuming  the  intervening  weekdays 
are  business  days,  would  have  to  be  turned 
around  by  noon  of  the  following  Thursday. 
An  Item  received  on  a  Tuesday  that  Is  a 
holiday  would  be  considered  as  received  at 
noon  on  Wednesday  (provided  that  Wednes¬ 
day  is  not  a  holiday)  and,  assuming  the  in¬ 
tervening  weekdays  are  business  days,  would 
have  to  be  turned  around  by  noon  on  Mon¬ 
day.  Again,  if  the  day  for  receipt  or  accom¬ 
plishment  of  turnaround  Is  not  a  business 
day,  then  the  time  of  receipt  or  the  deadline 
for  turnaround  would  be  noon  of  the  next 
business  day. 


in  order  to  remove  items  which  may  pre¬ 
sent  special  difficulties  from  the  proces.s- 
ing  time  requirements. 

Several  commentors  recommended 
that  the  turnaround  standard  which  i.s 
three  business  days  when  an  outside  reg¬ 
istrar  is  utilized  should  be  increased  to 
four  business  days  when  the  transfer 
agent  is  acting  in  a  dual  capacity  to 
allow  additional  time  for  performance 
of  the  registrar  function.  Because  there 
has  been  a  widespread  acceptance  of  the 
proposal  that  the  maximum  time  a 
transfer  agent  acting  in  a  dual  capacity 
should  take  to  turnaround  and  process 
items  is  three  business  days,  no  adjust¬ 
ment  to  the  three  business  day  standard 
in  5  240.17Ad-2<a)  has  been  made  in  the 
adopted  rule.  Transfer  agents  are  en¬ 
couraged  to  do  better  than  this  standard 
when  possible.  The  Commission  intends 
to  monitor  carefully  the  performance 
of  transfer  agents  in  a  single  capacity 
with  a  view  to  determining  whether  the 
turnaround  standard  for  items  sent  to 
an  outside  registrar  should  be  reduced  to 
two  business  days. 

Commentors  suggested  that  in  the  case 
of  debt  securities  for  which  the  bond 
registrar  is  not  also  the  trustee  or  the 
authenticating  agent  and  the  authenti¬ 
cating  agent  maintains  and  updates  se¬ 
curityholder  records  (such  as,  for  ex¬ 
ample,  when  the  authenticating  agent 
registers  the  payment  of  Interest),  the 
turnaround  standard  should  be  increased 
to  one  business  day.  In  such  circum¬ 
stances,  the  authenticating  agent  Is  not 
acting  solely  as  a  processor  of  items  but 
is  also  performing  “transfer”  functions 
(in  the  equity  sense),  and  the  adopted 
rules  adequately  provide  for  this  situa¬ 
tion.  In  the  above  example,  the  authenti¬ 
cating  agent  would  be  permitted  three 
business  days  to  accomplish  the  transfer 
and  registration  of  the  ownership  of  the 
interest  coupons. 

Paragraph  <c),  as  proposed,  has  been 
restated  as  paragraphs  (c)  and  (d). 
Paragraphs  (c)  and  (d),  as  adopted, 
prescribe  a  notice  requirement  for  trans¬ 
fer  agents  which,  during  any  month,  fail 
to  cOTiply  with  the  performance  stand¬ 
ards  of  paragraphs  (a)  and  (b)  respec¬ 
tively.*  The  information  required  in  such 
notice  is  Intended  to  inform  the  regula¬ 
tory  authorities  of  the  extent  to  which 
the  reporting  transfer  agent  has  failed 
to  meet  the  turnaround  requirements 
and  to  alert  those  authorities  of  the  need 
for  monitoring  the  transfer  agent’s  per¬ 
formance  and  of  the  possible  need  for 
supplementing  the  limitations  under 
S  240.17Ad-3  with  remedial  action.’  In 


•Section  240.17Ad-3.  dlscvussed  Infra,  pre¬ 
scribes  certain  limitations  that  are  applied  to 
transfer  agents  which,  becsiise  of  continued 
failure  to  meet  the  performance  standards, 
are  required  to  Ale  notices  repeatedly. 

•  Related  failure  to  perform  at  the  level 
prescribed  by  Section  340  J7Ad-2  (a)  and  (b) 
requires  Allng  notices  with  the  regulatory 
authorities  and,  if  continued,  iqiplicatlon  of 
limitations  on  the  expanson  of  the  transfer 
agent’s  business  until  the  agent  can  demon¬ 
strate  an  abimy  to  meet  tiba  standards.  Dur¬ 
ing  this  time,  the  regulatory  authorltlea  ean 
monitor  the  transfer  agent’s  performance  to 
determine  whether  to  initiate,  under  Sec- 
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order  to  better  facilitate  prompt  re¬ 
sponses  by  the  appropriate  regulatorj' 
agencies  to  requests  for  exemption  from 
S  240.17Ad-3.  the  adopted  rule  requires 
that  the  notice  pursuant  to  S  240.17Ad- 
2(c>  include  a  statement  of  the  number 
of  routine  items,  aged  in  increments  of 
one  business  day,  which  on  the  last  busi¬ 
ness  day  of  the  month  have  been  in  the 
transfer  agent’s  possession  for  more  than 
four  business  days.  A  similar  provision 
for  unprocessed  registrar  items  has  been 
incorporated  into  paragraph  td)  a.s 
adopted. 

The  written  notice  under  proposed 
5  240.17Ad-2(c»  has  been  changed  in 
adopted  S  240. 17 Ad-2  (c)  and  (d>  to  re¬ 
quire  that  notices  be  filed  with  the  Com¬ 
mission  and  the  appropriate  regulatory 
agency,  if  it  is  not  the  Commission, 
within  ten  business  days  after  the  end  of 
the  month  instead  of  sent  to  regulatory 
agencies  within  six  business  days  after 
the  end  of  the  month.  Some  commen- 
tors  had  suggested  that  more  time  be  al¬ 
lowed  for  transfer  agents  to  compute 
their  performance  for  a  given  month  ( the 
disposition  of  items  received  on  the  last 
business  day  of  a  month  will  not  be 
known  until  three  busine.ss  days  follow¬ 
ing  the  end  of  that  month* .  In  addition, 
a  requirement  that  notices  be  filed  with 
an  agency  would  be  consistent  with  re¬ 
quirements  imposed  in  other  areas  when 
reports  or  other  materials  are  required. 
The  date  on  which  the  notice  is  actually 
received  by  a  regulatory  agency  is  con¬ 
sidered  the  date  of  filing  thereof.'" 

Section  240.17Ad-2(e>  (formerly  para¬ 
graph  (d>>  provides  that  the  10%  of 
routine  items  not  required  to  be  turned 
around  or  processed  within  the  time  pe¬ 
riods  established  by  $  240.17Ad-2  (a)  and 
(b)  must  be  turned  around  or  processed 
’■promptly”:  in  the  case  of  transfer  items, 
under  usual  circumstances,  “promptly” 
would  be  within  one  additional  business 
day  and.  in  the  case  of  registrar  items,  by 
the  end  of  the  business  day  following  the 
day  of  receipt.  Paragraph  (e)  also  re¬ 
quires  that  all  non-routine  items  must 
receive  diligent  and  continuous  attention 
and  must  be  turned  around  as  s(x>n  as 
possible. 

Section  240.17Ad-3 — Limitations  on 
Expansion 

This  rule  sets  forth  the  consequences 
which  automatically  attach  to  a  transfer 
agent’s  failure  on  a  continuing  basis  to 
meet  the  prescribed  performance  stand¬ 
ards.  The  limitations  are  designed  to 
maintain  the  status  quo  so  that  a  trans¬ 
fer  agent  can  bring  its  performance  into 


tlons  I7A(c)  (3)  (A) ,  17A(d*  and  21(d)  of  the 
Act.  15  U.S.C.  78q-l(c)  (3)  (A).  78q-l(d)  and 
78u(d).  administrative  or  clvU  action  which 
may  lead  to  the  Imposition  of  a  remedial 
.sanction  upon,  or  the  enjoining  of,  the  trans¬ 
fer  agent.  Of  coiuse,  an  Intentional  failure  to 
comply  with  the  requirements  of  any  of  the 
rules  may  constitute  a  criminal  violation  of 
the  Federal  Securities  laws  (Section  32(a)  of 
the  Act.  15  U.S.C.  78ir(a)). 

'•  17  c:tr  240.0-3.  Transfer  agents  that  are 
hanks  should  note  that  the  notices  pursuant 
:o  f  240.17Ad-2  (c)  and  (d)  must  be  filed 
with  both  their  appropriate  Federal  bank  reg¬ 
ulator  and  the  Commission. 


compliance  with  the  rules.  The  limita¬ 
tions  are  not  intended  to  be  a  penalty 
for  failure  to  meet  the  turnaround 
standards.  In  addition,  it  should  be  noted 
that  the  application  of  limiUftions  does 
not  preclude  the  institution  of  adminis¬ 
trative.  civil  or  criminal  (if  the  violation 
is  willful)  proceedings  if  necessary  to 
protect  investors  and  persons  facilitating 
transactions  by  and  acting  on  behalf  of 
investors.  Paragraph  (a*  applies  limita¬ 
tions  to  transfer  agents  who  fail  for 
each  of  three  consecutive  months  to  meet 
the  90%  turnaround  or  processing 
standards  of  paragraphs  (at  or  (b)  of 
§  240.17Ad-2  (and  who  therefore  are  re¬ 
quired  to  file  monthly  notices  under 
paragraphs  (c*  or  <d)  of  that  section*. 
The  limitations  attach  on  the  fifth  busi¬ 
ness  day  following  the  end  of  the  third 
consecutive  month  in  which  a  notice  was 
required  by  ?  240.17Ad-2(ct  or  (d*  and 
remain  in  effect  for  at  least  three  consec¬ 
utive  months  thereafter.  The  rule  as 
proposed  provided  that  limitations  would 
apply  for  six  consecutive  months,  but 
upon  further  consideration  it  appears 
that  a  term  of  three  consecutive  months 
will  provide  a  sufficient  period  of  time 
for  a  transfer  agent  to  demonstrate  its 
ability  to  meet  the  performance  stand¬ 
ards. 

It  should  be  noted  that  paragraphs  'a  * 
and  'b*  ?  240. 17 Ad-3  would  apply  to  a 
transfer  agent  which,  for  examtile.  failed 
for  two  consecutive  months  to  turn¬ 
around  within  three  Inisiness  days  90'"; 
or  more  of  routine  items  received  <  as  re¬ 
quired  by  5  240.17Ad-2<a*  •  and  then  in 
the  third  consecutive  month  failed  to 
priKJess  within  the  specified  time  frames 
90%  or  more  of  items  received  as  out¬ 
side  registrar  (as  required  by  $  240.17Ad- 
2(b)  > .  Similarly,  if  a  transfer  agent  dur¬ 
ing  a  month  failed  to  turnaround  within 
three  business  days  75%  or  more  of  its 
routine  transfer  items  and  in  the  next 
month  failed  to  process  timely  75%  or 
more  of  its  outside  registrar  items,  para¬ 
graph  (b)  of  $  240.17Ad-3  would  attach 
on  the  fifth  business  day  following  the 
end  of  the  second  month. 

During  the  three  month  limitations 
peri(xl,  a  transfer  agent  may  not  begin 
to  perform  a  transfer  agent  activity  for 
issues  for  which  it  does  not  perform,  or  is 
not  under  agreement  to  perform,  trans¬ 
fer  agent  activities  before  the  fifth  busi¬ 
ness  day  (the  “limitations  date”).  Simi¬ 
larly,  after  the  limitations  date,  a  trans¬ 
fer  agent  may  not  begin  to  perform  for 
issues  for  which  it  performs  a  transfer 
agent  function  prior  to  the  limitations 
date  any  new  transfer  agent  functiem  or 
activity  which  the  transfer  agent  does 
not  pierform,  or  is  not  under  agreement 
to  perform,  prior  to  the  limitations  date. 
Section  240.17Ad-3  does  not  preclude  a 
transfer  agent  who  has  agreed  to  act  in 
a  new  capacity  prior  to  the  attachment 
of  the  limitations  provision  from  carry¬ 
ing  out  the  terms  of  the  agreement." 


*>Thus,  a  transfer  agent  who,  prior  to  the 
application  of  limitations,  is  under  agree¬ 
ment  to  act  as  a  dividend  disbursing  agent 
for  an  issue  (even  though  the  dividend  dis¬ 
bursing  activity  does  not  begin  until  after 
the  limitations  are  applied  i  would  be  per- 


:i2407 

Once  the  limitations  are  applied, 
whether  because  of  failure  to  comi^ 
with  §  240.17Ad-2(a>  or  $  240.17Ad-2(b) 
or  both,  they  remain  effective  until  tlie 
transfer  agent’s  performance  has  met 
the  standards  of  both  paragraphs  (a* 
and  (b)  of  that  section  for  three  con¬ 
secutive  months,  i.e.,  90%  or  more  of  ac¬ 
countable  transfer  agent  and  registrar 
items  are  each  turned  around  or  proc¬ 
essed  within  the  prescribed  periods  of 
time  for  each  of  three  consecutive 
months. 

A  few  jiersons  commented  that  limita¬ 
tions  on  new  transfer  agent  busines.s 
should  not  attach  to  transfer  agent  ac¬ 
tivities  which,  in  their  view,  the  Com¬ 
mission  does  not  i-egulate.  such  as  divi¬ 
dend  disbursements.  Adopted  §  240.17Ad- 
3<a)  does  not  reflect  this  view.  The 
rationale  for  the  limitations  provision  is 
tliat  it  is  not  in  the  public  interest  or 
consistent  with  the  protection  of  inves¬ 
tors  for  a  transfer  agent  which  is  unable 
to  perform  its  current  obligations  in  a 
timely  manner  to  take  on  additional  re¬ 
sponsibilities.  Moreover,  the  Commis¬ 
sion’s  rulemaking  authority  (Section  17A 
•  d)(l*  of  the  Act)  is  not  circumscribed 
by  the  functions  w’hich  are  provided  else¬ 
where  as  the  precedents  for  registration. 
Indeed,  an  unnecessarily  restrictive  view 
of  the  Commission’s  rulemaking  author¬ 
ity  could  well  impiede  the  Commission’s 
efforts  to  provide  necessary  or  appropri¬ 
ate  regulations  for  transfer  agents  in  the 
broader  context  of  the  establishment  of 
a  national  system  for  the  prompt  and  ac¬ 
curate  clearance  and  settlement  of  se¬ 
curities  transactions  For  example,  a 
transfer  agent  that  is  unable  to  meet  the 
performance  time  requirements  for 
transfers  but  which  nevertheless  was 
permitted  to  begin  a  new  activity  such 
as  dividend  disbursing  could  necessarily 
be  diverting  resources  to  Uiat  new  activ¬ 
ity  at  the  time  the  performance  stand¬ 
ards  for  transfers  were  not  being  met. 

Some  commentors  recommended  that 
the  limitations  under  S  240. 17 Ad-3 
should  not  attach  until  after  a  reason¬ 
able  “appeal”  period.  Since  the  limita¬ 
tions  period  does  not  ccanmence  after  a 
single  month  of  failure  to  perform  but 
rather  after  several  months  of  operating 
below  the  minimum  standard,  the  Com¬ 
mission  believes  that  a  transfer  agent 
will  have  sufficient  advance  notice  before 
the  application  of  limitations  becomes 
effective  to  begin  preparing  an  exemp¬ 
tion  request  for  submission  to  the  ap¬ 
propriate  regulatory  agency. 


muted  by  subparagraphs  (a)  (1)  and  (2)  to 
act  as  dividend  disbursing  agent  for  that 
Issue.  In  contrast.  If  the  agreement  to  per¬ 
form  a  new  activity  for  an  Issue,  such  as  dis¬ 
bursing  dividends,  were  not  signed  until  the 
fifth  btLslness  day  after  the  end  of  the  month, 
I.e.,  after  the  limitations  become  effective, 
the  transfer  agent  would  be  prohibited  from 
Initiating  that,  or  any  other,  new  function 
or  activity  for  that  Issue. 

The  attachment  of  limitations  would  not 
prevent  a  transfer  agent  from  acting  for  new 
series  of  bonds  (of  an  open-end  indenture) 
Issued  after  the  limitations  date,  provided 
the  transfer  agent  acted  In  the  same  capacity 
for  the  bonds  before  the  limitations  date. 
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Paragraph  (b)  describes  limitatUHis 
which  attach  to  a  transfer  agent  that  Is 
unable  for  each  of  two  consecutive 
months  to  process  at  least  75%  of  the  ac¬ 
countable  Items  under  i  240.17Ad-2  (a) 
or  (b).  Paragraph  (b)  applies  to  the 
limitations  of  paragraph  (a),  discussed 
above,  and  also  requires  the  transfer 
agent  to  notify  the  chief  executive  officer 
of  each  issuer  of  each  issue  serviced  by 
the  transfer  agent  (including  the  chief 
executive  officer  of  an  issuer  that  acts  as 
its  own  transfer  agent)  that  F>erform- 
ance  has  fallen  below  the  75%  standard. 

Ti*ansfer  agents  are  allowed  20  busi¬ 
ness  days  before  notice  must  be  made  to 
issuers;  the  additional  15  business  days 
beyond  the  day  limitations  are  applied 
may  be  used  by  the  transfer  agent  to 
apply  to  its  appropriate  regulatory 
agency  for  relief  upon  grounds  that  the 
failure  to  perform  was  caused,  in  signif¬ 
icant  part,  by  circumstances  beyond  the 
transfer  agenfs  control."  Applications 
for  relief  should  be  well-documented 
and  contain  a  thorough  presentation  as 
to  why  and  how  circumstances  beyond 
the  transfer  agent’s  control  caused  its 
performance  to  fall  below  the  standards 
each  month.  Ordinarily,  the  presentation 
.should  show  that  the  transfer  agent’s 
performance  would  have  satisfied  the 
minimum  standard  but  for  the  circum¬ 
stances  beyond  its  control.  When  an  ex¬ 
emption  is  sought  because  of  a  failure  to 
meet  the  tumaroimd  standards  of  §  240.- 
17Ad-2(a) ,  the  transfer  agent  should  in¬ 
clude  with  its  request  for  an  exemption 
information  as  to  the  age  of  routine  items 
not  turned  around  timely. 

The  filing  of  a  request  for  an  exemp¬ 
tion,  however,  does  not  toll  the  effective 
date  of  the  application  of  limitations, 
but  the  appropriate  regulatory  agency 
will  make  every  effort  to  act  promptly 
on  the  request  for  exemption.  The  appro¬ 
priate  offices  to  contact  are  as  follows; 
(A)  For  a  transfer  agent  registered  witli 
the  Comptroller  of  the  Currency,  the 
Deputy  Comptroller  for  Trust  Opera¬ 
tions,  Office  of  the  Comptroller  of  the 
Currency,  Washington,  D.C.  20219;  <B) 
for  a  transfer  agent  registered  with  the 
Board  of  Governors  of  the  Federal  Re¬ 
serve  System,  the  Secretary,  Board  of 
Governors  of  the  Federal  Reserve  Sys¬ 
tem,  Washington,  D.C.  20551;  (C)  for  a 
transfer  agent  registered  with  the  Fed¬ 
eral  Deposit  Insurance  Corporation,  the 
Director,  Division  of  Bank  Supervision, 
Federal  Deposit  Insurance  Corporation, 
550  17th  Street  NW.,  Washington,  D.C. 
20429;  and  <D)  for  a  transfer  agent  reg¬ 
istered  with  the  Securities  and  Exchange 
Commission,  the  Office  of  Securities 
Processing  Regulation,  Division  of  Mar¬ 
ket  Regulation,  Securities  and  Exchange 
Commission,  500  North  Capitol  Street, 
Washington,  D.C.  20549. 

The  application  of  limitations  under 
paragrai^  (a)  and  (b)  may  operate 
cumulatively  so  that,  for  example,  a 


» Section  17A(c)(l)  of  the  Act,  15  UJS.C. 
78q-l(c)(l),  In  relevant  part,  empowers  the 
appropriate  regulatory  agency  to  exempt  un¬ 
der  certain  clrcumatanoaa  transfer  agents 
registered  with  It  from  any  rule  or  regulation 
Imposed  pursuant  to  Section  17A  of  the  Act. 


transfer  agent  that  performs  at  the  80% 
level  for  two  months,  and  then  at  the 
70%  level  for  the  next  two  months,  would 
become  subject  to  the  triplication  of 
paragraiA  (a)  at  the  end  of  the  third 
monUi  and  would  become  subject  to  the 
additional  requirement  of  paragrai^  (b) 
(notices  to  i^uers)  at  the  end  of  the 
fourth  month. 

Section  230. 17 Ad-4 — Applicability  of 

Sections  240.1  7Ad-2,  240.17Ad-3 

AND  240.17AD-6(a)  (1)  through  (7) 

AND  (ID 

In  response  to  comments  received  on 
the  initial  and  the  revised  proposed  rules, 
the  Commission  has  determined  that  the 
tumaix>und  rules  shall  not  apply  to  re¬ 
deemable  securities  of  investment  com¬ 
panies  registered  under  Section  8  of  the 
Investment  Company  Act  of  1940,  15 
U.S.C.  80a-8.  It  appears  that  tlie  trans¬ 
fer  agent  activities  performed  for  those 
securities  involve  for  the  most  part  the 
redemption  of  fund  shares  and  that  the 
redemption  of  shares  is  significantly  dif¬ 
ferent  from  the  transfer  of  ownership  of 
stocks  and  bonds  on  issuer’s  records." 
Moreover,  that  activity  is  subject  to  Sec¬ 
tion  22(e)  of  the  Investment  Company 
Act  of  1940,  15  U.S.C.  80a-22(e).  There¬ 
fore.  paragraph  (a)  provides  that 
§?  240.-17Ad-2,  240.17Ad-3  and  240.- 
17Ad-6<a)  (1)  through  (7)  and  (11)  do 
not  apply  to  the  issuance,  redemption  or 
transfer  of  redeemable  securities  issued 
by  investment  companies  registered  un¬ 
der  Section  8  of  the  investment  Com¬ 
pany  Act  of  1940."  The  exemption  was 
amended  to  include  also  redeemable  se- 
cmnties  of  registered  unit  investment 
trusts. 

Lastly,  the  exemptions  of  paragraph 
(a>  have  been  expanded  to  include  the 
transfers  and  withdrawals  of  shares  from 
dividend  reinvestment  plans,  which  also 
require  procedures  significantly  differ¬ 
ent  from  the  procedures  required  to 
transfer  ownership  of  stocks  and  bonds. 

Approximately  2,400  transfer  agents 
have  registered  with  either  the  Commis¬ 
sion  or  one  of  the  bank  regulatory  au¬ 
thorities.  Information  on  Forms  TA-1 
received  at  the  time  of  those  registra¬ 
tions  indicates  that  the  level  of  transfer 
activity  varies  widely  among  registered 
transfer  agents.  In  view  of  the  fact  that 
the  number  of  transfers  performed  by 
many  transfer  agents  is  relatively  small 
and  involves  issues  which  are  not  traded 
actively,  the  Commission  has  determined 
that  it  is  not  necessary  or  appropriate 
at  this  time  to  require  those  transfer 
agents  to  comply  with  the  minimum 
performance  standards  and  certain  rec¬ 
ordkeeping  provisions.  Accordingly,  par¬ 
agraph  (b)  of  S  240.17Ad-4  exempts 
from  §  240.17Ad-2  (a),  (b),  (c),  (d>  and 


>*Tbe  amount  of  certificated  fund  shares 
Is  relatively  anall,  and  the  amount  of  trans¬ 
fer  agent  activity  In  connection  with  trans¬ 
ferring  ownership  of  certificated  shares  rep¬ 
resents  a  very  small  part  of  a  transfer  agent's 
activity  with  regard  to  an  <H>en-end  invest¬ 
ment  company. 

u  xhe  turnaround  rules  do  apply  to  regls- . 
tered  transfer  agents  performing  transfer 
agent  functl<Hi8  for  seeurities  issued  by 
closed-end  Investment  companies. 


(h).  240.17Ad-3  and  240.17Ad-6(a)  (2) 
through  (7)  and  (11)  any  registered 
transfer  agent  that  receives  within  any 
six  consecutive  months  with  respect  to 
all  Issues  serviced  fewer  than  500  items 
for  transfer  and  fewer  than  500  items  for 
processing,  provided  the  transfer  agent 
files  with  its.  appropriate  regulatory 
agency  within  ten  business  days  of  the 
close  of  the  sixth  such  month  the  notice 
described  in  that  paragraph.”  Addition¬ 
ally,  the  notice  is  required  to  be  filed 
only  with  the  transfer  agent’s  appropri¬ 
ate  regulatory  agency.” 

The  transfer  and  processing  time 
standards  of  I  240. 17 Ad-2  (a)  and  (b» 
always  apply  together  to  a  transfer  agent 
not  qualifying  for  an  exemption  under 
§  240.17Ad-4(b) .  Conversely,  neither  par¬ 
agraph  2(a)  nor  2(b)  applies  to  a  trans¬ 
fer  agent  which  does  qualify  for  the 
exemption.  Thus,  to  qualify  for  the  ex¬ 
emption,  the  number  of  items  received 
for  transfer  in  a  six  month  period  mast 
be  fewer  than  500,  and  the  number  of 
items  received  for  prcx^essing  in  a  six 
month  period  must  be  fewer  than  500. 

The  operation  of  5  240.17Ad-4(b»  mav 
be  illustrated  as  follows.  If  a  transfer 
agent  receives  500  or  more  items  for 
transfer  in  a  six  month  period  and  in  the 
same  pericxi  receives  less  tlian  500  items 
for  prcxiessing.  the  transfer  agent  is  not 
eligible  for  the  exemption  provided  b\- 
§  240.17Ad-4(b> .  Similarly,  if  a  transfer 
agent  receives  for  processing  500  or  more 
items  in  a  six  month  period  and  receives 
for  transfer  less  than  500  items  in  that 
peritxi.  the  transfer  agent  remains  sub¬ 
ject  to  §  240.17Ad-l  through  7. 

Paragraph  (c)  sets  forth  tlie  condi¬ 
tion  under  which  a  transfer  agent  loses 
its  exemption  under  paragraph  (b).  The 
last  sentence  of  paragraph  (c)  requires 
that  a  transfer  agent,  which  previously 
was  exempt  and  thereafter  has  a  volume 
of  activity  that  removes  the  exemption, 
remain  subject  to  the  performance 
standards  for  six  consecutive  months  be¬ 
fore  again  qualifying  for  an  e.xemption. 
This  provision  is  intended  to  relieve  both 


«Por  example,  a  transfer  agent  which  re¬ 
ceived  during  the  previous  six  months  490 
Items  for  transfer  and  499  Items  for  process¬ 
ing  (in  its  capacity  as  an  outside  registrar! 
would,  upon  timely  filing  of  the  required 
notice  with  its  appropriate  regulatory  agen¬ 
cy,  be  exempt  from  the  enumerated  sections. 

•‘Section  17(c)(1)  of  the  Act,  15  U.S.C 
78q(c)(l),  among  other  things,  requires 
every  transfer  agent  which  files  a  notice  with 
the  Board  of  Governors  of-  the  Federal  Re¬ 
serve  System,  the  Comptroller  of  the  Cur¬ 
rency  or  the  Federal  Deposit  Insurance  Cor¬ 
poration  to  file  a  copy  of  such  notice  with 
the  Securities  and  Exchange  Commission. 
The  Securities  and  Exchange  Commission 
and  the  Federal  bank  regulatory  agencies 
have  developed  procedures  pursuant  to  which 
the  Federal  bank  regulatory  agencies  will 
transmit  a  copy  of  any  notice  under  Section 
a40.17Ad-4(b)  filed  with  them  to  the  Secu¬ 
rities  and  Exchange  Commission.  Accord¬ 
ingly.  such  filings  with  the  appropriate  reg¬ 
ulatory  agency  by  transfer  agents  for  which 
the  Securities  and  Exchange  Commission  Is 
not  the  apiHoprlate  regule)ory  agency  will 
constitute  filings  with  the  Securities  and 
Exchange  Commission  for  purposes  of  Sec- 
tlcm  17(c)(1)  of  the  Act. 
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a  transfer  agent  and  the  appropriate 
regulatory  authority  from  the  adminis¬ 
trative  burden  that  would  be  imposed 
when  a  transfer  agent’s  volume  of  activ¬ 
ity  fluctuates  around  the  exemption 
breakpoint. 

One  commentor  asked  whether  §  240.- 
17 Ad-4  applies  to  transfer  agents  that 
do  not  issue  and  cancel,  or  act  as  regis¬ 
trar  for,  certificates  but  which  only  up¬ 
date  and  maintain  the  securityholder 
records  (Section  3(a)  (25)  (C),  15  U.8.C. 
78c(a)(25)(C)).  Section  240.17Ad-2  is 
not  intended  to  apply  to  a  transfer  agent 
in  those  circumstances  and,  accordingly, 
the  notice  requirement  of  §  240.17Ad-4 
is  also  inapplicable. 

Transfer  agents  which  qualify  for  an 
exemption  under  $  240.17Ad-4  are  not 
required  thereafter  to  file  additional  no¬ 
tices  for  subsequent  six  month  periods. 
The  exemption  remains  effective  imtil 
such  transfer  agent  receives  during  a  six 
month  period  500  or  more  items  for 
transfer  or  processing. 

It  should  be  noted  that  transfers  of 
securities  exempted  under  S  240.17Ad-4 

(a)  from  certain  provisions  (rf  these  rules 
remain  subject  to  f  5  240.17Ad-l ;  240.- 
17Ad-4:  240.17Ad-5  :  240.17Ad-«(a)  (8), 
(9)  and  (10).  (b)  and  (c) ;  and  §240.- 
17 Ad-7.  In  addition,  transfer  agents  ex¬ 
empt  under  f  240.17Ad-4(b)  from  cer¬ 
tain  provisions  of  these  rules  remain 
subject  to  the  sections  listed  above,  as 
well  as  to  !  240.17Ad-2  (e).  (f)  and  (g) 
and  §  240.17Ad-«(a)(l). 

Section  240.17Ad-5  Written  Inquiries 

This  rule  sets  forth  the  obligation  of 
transfer  agents  to  respond  within  pre¬ 
scribed  time  frames  to  inquiries  which 
fall  within  the  rules.  Paragraphs  (a) 
through  (d)  of  the  section  are  intended 
to  cover  four  separate  circumstances  in 
which  various  persons  make  written  in¬ 
quiry  about  the  transfer  agent’s  per¬ 
formance  of  the  transfer  function.  The 
information  which  the  inquirer  must 
present  is  the  type  of  information  that 
in  practice  is  given  to  a  transfer  agent 
and  is  found  sufBcient  to  enable  the 
agent  to  Identify  the  account  involved 
and  the  item  presented.  Nevertheless,  a 
transfer  agent  that  is  able  to  respond 
within  the  requisite  time  frames  to  an 
inquiry  even  though  it  falls  outside  of 
the  parameters  of  §  240.17Ad-5  is  en¬ 
couraged  to  make  every  effort  to  do  so, 
particularly  when  the  inquirer  is  not  a 
professional  in  the  securities  business. 

Paragraph  (a)  is  written  for  “any  per¬ 
son”  who  inquires  in  writing  about  the 
‘‘status  of  •  *  •  Ihisl  item  presented 
for  transfer  within  the  preceding  six 
months.”  The  status  of  the  time  on  the 
transfer  agent’s  books  does  not  deter¬ 
mine  whether  the  inquiry  falls  under 
this  paragraph  of  the  rule:  the  status  of 
the  item  on  the  presenter’s  books  is  the 
determinative  faptor.  A  transfer  agent  is 
required  to  respond,  orally  or  in  writing, 
within  five  business  days  after  receiving 
the  inquiry.  For  example,  a  written  in¬ 
quiry  received  on  a  Monday  which  is  a 
business  day  must,  assuming  the  Inter¬ 
vening  weekdays  are  business  days,  be 
responded  to  by  cloee  of  business  the  fol¬ 


lowing  Monday.  Paragraph  (a^  of  the 
rule  also  indicates  that  if  a  new  certifi¬ 
cate  is  dispatched  or  mailed  to  the  pre- 
sentor  within  five  business  days  follow¬ 
ing  receipt  of  the  inquiry,  a  response  is 
not  required.  However,  if  the  item  is 
made  available  to  the  presenter  by  other 
means  (i.e.,  it  is  awaiting  pick-up),  the 
transfer  agent  is  required  to  notify  the 
presenter  that  the  item  is  available. 

Paragraph  (b)  is  written  to  comple¬ 
ment  existing  §  240.15c3-3(c)  (3)  (17 

CPR  240.15c3-3(c)  (3)  (regarding  a  bro¬ 
ker-dealer’s  control  of  cusUHner  securi¬ 
ties)  and  §  240.17a-13 (b)(3)  (17  CPR 
Section  240.17a-13(b)  (3)  (regarding 
quarterly  security  counts  by  broker- 
dealers).  Paragraph  (b)  applies  when  a 
broker-dealer  requests  in  writing  that  a 
registered  transfer  agent  either  confirm 
the  agent’s  possession  of  a  security  pre¬ 
viously  presented  for  transfer  by  the  bro¬ 
ker-dealer  or  revalidate  a  window  ticket 
for  the  security.  'ITie  transfer  agent  is 
required  to  respond  in  writing  within 
five  business  days,  giving  the  required 
information.  No  written  response  is  re¬ 
quired  if  the  transfer  agent,  within  five 
business  days  following  receipt  of  the 
inquiry,  dispatches  or  malls  the  new  cer¬ 
tificate  to  the  presentor  or  notifies  the 
presenter  that  it  is  available  for  pick-up. 
One  commentor  requested  that  the 
phrase  “revalidate  a  window  ticket’’  be 
defined.  The  Commission  imd^tands 
the  phrase  to  have  a  generally  accepted 
meaning  in  the  Industry”  and  accord¬ 
ingly  believes  that  the  phrase  need  not  be 
defined  in  the  rule. 

'Transfer  agents  whose  response  to  an 
inquiry  made  under  paragraphs  (a)  or 

(b)  is  that  the  security  either  was  never 
received  or  was  returned  previously  to 
the  presentor  should  be  aware  of  the  re¬ 
quirements  for  reporting  of  lost,  missing 
or  stolm  securities  pursuant  to  §  240.17f- 
1  (17  CPR  240.17f-l).  SlmUarly,  other 
persons  who  are  reporting  Institutions 
under  that  section  should  be  aware  of 
their  reporting  responsibility  upon  re¬ 
ceipt  of  such  information  from  a  transfer 
agent. 

Paragraph  (c),  although  applicable  to 
“any  person,”  is  designed  primarily  for 
a  broker-dealer  which  is  performing  or 
undergoing  a  securities  positions  exami¬ 
nation.  Accordingly,  this  paragraph  re¬ 
fers  to  a  written  request  that  a  transfer 
agent  “confirm  possession  of  a  certificate 
as  of  a  given  date.”  Several  commenters 
recommended  that  the  paragrai^  should 
require  that  the  date  specified  for  con¬ 
firmation  be  within  thirty  days  of  the 
date  the  Inquiry  is  received,  because  an 
open-ended  “as  of”  date  could  in  some 
cases  impose  a  substantial  burden  upon 
a  transfer  agent.  ’ITie  pcu'agraph  has 
been  modified  to  limit  its  application  to 
an  inquiry  that  was  received  not  more 
than  thirty  days  after  the  date  specified 


n  A  transfer  agent  U  requested  to  “reTall* 
date  a  window  ticket”  when  the  presentor 
deelree  acknowledgement  In  some  i^prc^rl- 
ate  feehtoB  (e.g.,  by  tlme-etamplng  again  a 
o(^y  of  the  window  ticket)  that  the  Item  is 
In  the  transfer  agent's  possession  pursuant 
to  the  presentor’s  transfer  Instructions. 


for  confirmation.  In  additicxi.  to  insure 
that  the  person  inquiring  about  the  ac¬ 
count  has  proper  authority  to  do  so.  the 
paragrraph  has  been  modified  to  provide 
that  it  ai>plles  only  to  inquiries  from  a 
person  or  someone  acting  on  behalf  of 
the  person  whose  account  is  involved. 
Moreover,  the  alternative  oi  making 
available  the  certificate  in  question  is  not 
provided  since,  in  most  cases,  the  para¬ 
graph  applies  to  confirmation  activities 
by  auditors  of  broker-dealers  and  will 
usually  relate  to  a  certificate'  alrecwly 
transferred. 

Reference  to  a  fee  in  paragraphs  (c> 
and  (d)  was  made  in  recognition  of  the 
current  practice  of  some  transfer  agents 
of  charging  a  fee  for  supplying  the  spe¬ 
cific  historical  data  described  in  those 
paragraphs  and  to  confirm  that  those 
paragraphs  are  not  intended  to  affect 
that  established  practice.  Neither  para¬ 
graph  affirmatively  requires  the  charging 
of  a  fee  nor  conditions  the  response  to  a 
request  made  thereunder  on  the  time 
any  such  fee  is  paid,  although  a  transfer 
agent  may  require  assurance  that  pay¬ 
ment  will  be  received.  Several  corn- 
mentors  suggested  that  §  240.17Ad-5 

(c)  and  (d)  be  modified  to  allow  a  trans¬ 
fer  agent  either  to  charge  fees  in  advance 
of  responding  to  written  inquiries  or  to 
delay  responding  thereto  until  payment 
has  been  received.  As  the  rule  is  adopted, 
a  transfer  agent  may  follow  a  practice  of 
seeking  written  assurance  of  payment  if 
he  wishes.  In  this  case,  the  time  periods 
in  paragraphs  (c)  and  (d)  would  run 
from  the  date  assurance  of  payment  is 
received. 

Several  commentors  recommended 
that  rather  than  require  the  transfer 
agent  to  provide  historical  data  arranged 
to  show  the  status  of  an  account  as  of  a 
particular  date,  the  transfer  agent  should 
be  permitted  to  provide  the  Inquirer  with 
suflklent  historical  information  about 
the  activity  In  the  accoimt  to  enable  the 
inquirer  to  reconstruct  the  certificates 
outstanding  in  his  account  as  of  the  date 
specified  in  the  request.  Since  the  latter 
was  the  Intention  of  paragraph  (c).  the 
language  of  §  240.17Ad-5(d)  has  been 
amended  accordingly. 

No  provlslmi  was  made  in  the  proposed 
rules  for  an  inquiry  or  request  which 
does  not  meet  the  requirements  of  §  240. 
17Ad-5  (a)  through  (d).  Ihe  Commis¬ 
sion  has.  therefore.  prcHXtsed  Section 
240.17Ad-5(e)  in  a  release  published 
today. 

Section  240.17Ai>-0  Recordkeeping  ‘ 
Provisions 

The  recordkeeping  (|  240.17Ad-6)  and 
record  retentimi  (§  240.17Ad-7)  require¬ 
ments  are  Intended  to  serve  a  dual  pur¬ 
pose:  (1)  to  assure  that  all  registered 
transfer  agents  are  maintaining  the  min¬ 
imum  records  necessary  to  m<mitor  and 
keep  adequate  control  over  their  own 
performance;  and  (2)  to  permit  the  ap¬ 
propriate  regulatory  authorities  to  ex¬ 
amine  registered  transfer  sigents  on  an 
historical  basis  for  compliance  with  ap¬ 
plicable  rules. 

The  recordkeeping  rules  are  flexible 
with  respect  to  the  form  in  which  most 
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records  must  be  kept.  Paragraph  (a)(1) 
requires  that  "a  receipt,  ticket,  schedule, 
log  or  other  record”  be  kept  showing  the 
business  day  (that  is,  the  year,  month 
and  day  as  determined  imder  S  240.17Ad- 
1(h))  on  which  each  routine  and  non- 
routine  item  is  received  from  a  presenter 
or  outside  registrar  and  is  made  available 
to  such  persons.  For  example,  many 
transfer  agents  preserve  the  tickets  ac¬ 
companying  items,  and  such  tickets,  if 
stamped  with  the  required  lnfonnati(»i, 
would  comply  with  this  rule.  A  transfer 
agent  that  uses  a  batch  method  for  han¬ 
dling  transfer  items  would  use  an  “other 
record”  referred  to  in  the  paragraph  by 
recording  the  required  information  for 
each  batch  of  items. 

Paragraph  (a)(2)(i)(B)  as  proposed 
has  been  restated  as  paragraphs  (a)  (2) 
(11)  and  (iii)  to  clarify  the  requirement 
that  the  records  showing  turnaround  of 
routine  items  for  each  month  distin¬ 
guish  clearly  between  routine  items 
turned  around  within  three  business  days 
of  receipt  and  routine  items  tum^ 
around  after  three  business  days  of  re¬ 
ceipt. 

^me  commentors  suggested  deleting 
the  portions  of  paragraphs  (a)  (2)  (vi) 
and  (vii)  (proposed  paragraphs  (a)  (2) 
(ii)  and  (iii) )  which  require  a  transfer 
agent  to  maintain,  as  of  the  last  business 
day  of  each  month,  a  record  of  aged  rou¬ 
tine  and  non-routine  items.  As  previously 
stated,  the  Commission  believes  that  such 
logs  are  desirable  controls  for  every  regis¬ 
tered  transfer  agent  which  turns  around, 
transfers  or  processes  securities  and, 
hence,  has  determined  to  retain  the  pro¬ 
visions,  with  two  changes.  Paragraph  (a) 
(2)  (vl)  has  been  modified  to  require  that 
the  log  of  routine  items  set  forth  the 
number  of  routine  items  in  the  transfer 
agent’s  possession  which,  as  of  the  close 
of  business  on  the  last  business  day  of 
each  month,  have  been  in  its  possession 
for  more  than  four  busines.s  days  (not 
three  as  previously  proposed).  Since  90 
percent  of  routine  items  must  be  turned 
around  in  three  business  days,  and  since 
the  balance  should  be  turned  around  by 
the  foiirth  business  day,  a  transfer 
agent  normally  should,  not  have  (m  the 
last  business  day  of  a  month  five-day  old 
routine  items  to  enter  on  the  log.  If  the 
agent  does,  however,  the  necessity  to 
make  mtries  on  this  log  will  alert  the 
transfer  agent  to  its  inadequate  per¬ 
formance,  as  well  as  assist  the  regulatory 
agencies  to  gauge  better  the  degree  of 
the  difficulties  being  experienced  by 
transfer  agents  who  apply  for  an  ex¬ 
emption  from  the  limitations  provisions 
of  S  240.17Ad-3.  It  should  be  noted  that 
the  log  of  aged  routine  items  is  required 
without  regard  to  whether  a  transf^ 
agent  turned  around  more  or  less  than 
90  percent  of  routine  items  received  dur¬ 
ing  the  month. 

Paragraph  (a)  (2)  (vU)  has  been  modi¬ 
fied  from  the  fonn  In  which  It  was  pro¬ 
posed  previously  to  eliminate  the  re¬ 


quirement  that  the  record  of  non-routine 
items  in  a  transfer  agent’s  possession  as 
of  the  last  business  day  of  each  month 
contain  the  age  of  each  non-routine 
item;  as  modified,  the  paragraph  re¬ 
quires  only  that  the  number  (and  not 
the  age)  of  such  items  be  recorded.*' 

Paragraph  (a)(3)  (previously  pro¬ 
posed  §  240.17Ad-6(a)  (7) )  does  not  re¬ 
quire  an  outside  registrar  to  track  each 
item  individually,  but  rather  requires  an 
outside  registrar  to  keep  a  record  show¬ 
ing  for  each  month  the  total  number  of 
items  which  were  received  for  processing, 
the  number  which  were  processed  within 
the  time  frame  specified  in  §  240.17Ad- 
2(b)  and  the  number  which  required 
more  than  the  specified  time  for  proc¬ 
essing. 

Paragraph  (a)  (3)  (ii)  (B»  has  been 
modified  to  clarify  the  requirement  that 
the  number  of  items  processed  within 
the  time  frames  of  S  240.17Ad-2(b)  must 
be  stated  separately  from  the  number 
of  items  that  required  more  than  the 
time  frames  for  proces.sing  specified  by 
that  section. 

Paragraph  (a)  (4)  requires  a  record  of 
the  calculations  made  in  connection  with 
performance  monitoring  to  determine 
compliance  with  §  240.17Ad-2.  This  pro¬ 
vision  does  not  require  any  specific  form 
of  calculation;  nevertheless,  transfer 
agents  seeking  to  comply  with  the  90 
percent^performance  standards  of  §  240.- 
17  Ad-2  "necessarily  will  perform  mcmthly 
calculations  to  determine  compliance. 
For  example,  at  the  close  of  the  third 
business  day  following  the  end  of  a 
month,  a  transfer  agent  would  know  the 
total  number  of  routine  items  received 
during  the  preceding  month  ( S  240.17Ad- 
6(a)  (2)  (i))  and  the  total  number  of 
those  items  turned  around  within  three 
business  days  (§  240.17Ad-6(a)  (2)  (il) ) . 
Dividing  the  former  into  the  latter  will 
provide  the  percentage  of  routine  items 
turned  around  within  the  time  limits 
prescribed  by  S  240.17Ad-2. 


**  Both  of  the  logs  required  by  paragraphs 
(a)  (2)  (11)  and  (ill)  are  cumulative;  that 
Is.  any  Item  reflected  on  the  previous 
month’s  log  which  Is  still  In  the  registered 
transfer  agent’s  possession  as  of  the  last 
business  day  of  the  next  month  must  be 
shown  on  the  current  month’s  log.  It  Is  ex¬ 
pected.  however,  that  no  transfer  agent  will 
have  any  routine  Item  In  Its  possession  for 
such  a  length  of  time. 


In  response  to  comments  received, 
paragraph  (a)  (7)  (previously  proposed 
$  240.17Ad-6(a)  (6) )  has  been  revised  to 
require  recordation  of  exceptions  only. 
Paragraph  (a)  (7)  requires  only  a  log 
identifying  the  number  of  inquiries  sub¬ 
ject  to  !  240.17Ad-5  received  but  not 
responded  to  within  the  time  frames  and 
the  number  of  those  inquiries  still  pend¬ 
ing  as  of  the  last  business  day  of  the 
month  covered  by  the  report. 

Paragraph  (a)  (11)  (previously  pro¬ 
posed  §  240.17Ad-6(b)  (3) )  has  been  re¬ 
vised,  in  response  to  ccmiments,  to  clarify 
the  requirement  that  a  registered  trans¬ 
fer  agent  keep  the  document  upon  which 
it  bases  its  determination  that  a  partic¬ 
ular  item  was  received  in  connection 
with  a  special  event  and  is  therefore  not 
routine  under  §  240.17Ad-l(i)  (5)  or  (7). 
Of  course,  sinc^e  only  transfer  agents 
which  cancel  and  issue  certificates  would 
have  an  occasion  to  make  such  a  deter- 
minatiem,  the  section  effectively  applies 
only  to  those  transfer  agents. 

The  scope  of  paragraph  (b).  previ¬ 
ously  designated  §  240.17Ad-6(b)  (1\ 
has  been  clarified.  As  adopted,  transfer 
agents  need  not  keep  any  documents 
concerning  the  mattere  covered  by  that 
paragraph.  Instead,  paragraph  (b)  re¬ 
quires  a  record  setting  forth,  with  re¬ 
spect  to  each  issue,  the  total  authorized 
and  the  total  Issued  and  outstanding. 

In  response  to  comments  received. 
)>aragraph  (c)  (previously  proposed 
§  240.17Ad-6(b)  (2) )  has  been  revised  to 
apply  only  to  registered  evidences  of 
ownership  which  have  been  cancelled. 

Section  240.17Ad-7  Record  Retention 
REQXnREMENTS 

The  record  retention  periods  specified 
in  S  240.17Ad-7  are  not  Intended  to  re¬ 
place  limger  retentl<Hi  periods  that 
might  be  required  by  state  law  or  other 
Federal  laws.  The  retention  periods  are 
those  considered  necessary  for  the  ap¬ 
propriate  regulatory  agmey  to  monitor 
compliance  with  the  turnaround  rules. 

’The  record  retention  provisions  apply 
both  to  records  described  in  S  240.17Ad-6 
that  are  being  kept  at  the  time  the  re¬ 
tention  provisions  become  effective  and 
to  records  that  are  maintained  there¬ 
after  in  compliance  with  §  240.17Ad-6. 

The  following  is  a  chart  relating  to  the 
records  required  in  §  240.17Ad-6  to  the 
retention  periods  of  9  240.1 7Ad-7; 


MutaBum  Period  to  be  Relevmnt  pww 
retention  period  eoslly  arceeRlble  srkpfa  of  *er. 

mi7Ad-7 
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Paragraph  (f)  Is  Intended  to  Msure 
that  records  in  the  possessloii  oi  aenrloe 
agents  who  act  under  contract  with 
transfer  agents  are  available  for  exami¬ 
nation  by  regulatory  authorities.'* 

The  question  was  asked  whether  the 
phrase  "easily  accessible  place"  would 
permit  records  to  be  kept  in  “low- 
storage-cost”  record  centers  from  which 
the  records  could  be  retrieved  within 
twenty-four  hours.  The  purpose  of  re¬ 
quiring  that  recwds  be  kept  in  an  “easily 
accessible  place”  is  to  insure  that  regu¬ 
latory  authorities  may  examine  them  as 
necessary  or  appropriate  in  discharging 
regulatory  responsibilities.  Inasmuch  as 
the  length  of  time  for  which  records 
must  be  kept  in  an  “easily  accessible 
place”  has.  in  most  cases,  been  shortened, 
it  is  expected  that  records  subject  to  that 
requirement  will  be  made  available 
either  immediately  or  on  the  same  day 
as  the  request  to  examine  them  is  made. 

In  response  to  comments,  the  Cc»n- 
mission  has  added  §  240.17Ad-7(h)  to 
relieve  a  registered  transfer  agent,  which 
ceases  to  perform  transfer  agent  func¬ 
tions  for  an  issue,  of  the  responsibility  of 
retaining  records  required  to  be  made 
and  kept  under  i  240.17Ad-6(a)  (1) ,  (6) , 
(9).  (10),  and  (11),  (b)  and  (c)  once  the 
records  are  delivered  to  the  successor 
transfer  agent. 

in.  Statutory  Basis  and  Competitive 
Considerations 

Sections  240.  17Ad-l  through  17Ad-7 
are  adopted  pursuant  to  the  Securities 
Exchange  Act  of  1934,  in  particular  Sec¬ 
tions  2,  17,  17A,  and  23(a)  thereof.  15 
U.S.C.  78b,  78q,  78q-l,  and  78w(a).  Cer¬ 
tain  editorial  changes  have  been  made  to 
the  rules  as  proposed.  Other  amendments 
that  appear  in  the  adopted  rules  were 
made  to  clarify  the  Commission’s  intent 
in  light  of  comments  received,  and  such 
amendments  either  grant  exemptions  in 
addition  to  those  proposed  or  relieve 
restrictions  that  were  contained  in  the 
proposed  rules.  Accordingly,  the  Com¬ 
mission  has  determined  that  further  no¬ 
tice  and  public  procedures  cm  these  rules 
are  unnecessary. 

The  Commis^on  finds  that  any  burden 
up>on  competition  imposed  by  these  rules 
is  necessary  and  appropriate  in  the  pub¬ 
lic  interest,  for  the  protection  of  inves¬ 
tors  and  to  facilitate  the  establishment  of 
a  national  system  for  the  prompt  and 
accurate  clearance  and  settlement  of 
transactions  in  securities. 

IV.  Ettectivk  Dates 

Section  240.17Ad-l  (definitions), 
§  240.17Ad-2(c)  (notice  of  failure  to 
comply  with  the  turnaround  requirement 
of  f  240.17Ad-2(a) ).  (d)  (notice  of  faU- 
ure  to  comply  with  the  processing  re¬ 
quirement  of  I  240.17Ad-2(b) ) ,  (f)  (pro¬ 
cedures  assuring  that  items  received  at 


>*  Paragraph  (f )  pennlts  regtotered  transfer 
agents  who  currently  return  all  cancelled 
certlflcates  and  otlier  reoctds  to  the  Issuer  to 
continue  to  do  so  provkied  ttio  Issuer  sgreis 
to  make  the  certlflcates  and  rsoords  available 
for  by,  and  .  to  fumlah  mples 

upon  request  to,  the  transfer  agent  reguto- 
tory  agencies. 


locations  other  than  the  premises  at 
which  the  transfer  agent  performs 
transfer  agent  functions  will  be  for¬ 
warded  to  such  premises  promptly) ,  (g) 
(procedures  assuring  that  processed 
items  received  by  a  transfer  agent  are 
made  available  promptly  to  the  pre¬ 
senter),  (h)  (where  to  file  notices)  and 
S  240.17Ad-4  (exemptions)  are  effective 
as  of  October  3,  1977.  The  remaining 
provisions,  including  the  time  require¬ 
ments  for  turnaround  or  processing  of 
items  and  automatic  imposition  of  limi¬ 
tations,  are  effective  Janhary  2,  1978. 

Under  this  arrangement  of  phased  im¬ 
plementation  dates,  transfer  agents  will 
have  three  months  to  implement  a  moni¬ 
toring  system  and  to  develop  operating 
procedures  and  three  additional  months 
to  c<Hnplete  whatever  changes  are  neces¬ 
sary  to  comply  with  the  adopted  rules. 
During  the  secmid  three  month  period, 
between  October  3,  1977,  and  January  2, 
1978,  transfer  agents  will  be  required  to 
report  if  they  are  not  meeting  the  turn¬ 
around  and  prex^ssing  requirements  of 
§  240.17Ad-2  (a)  and  (b) ,  even  though 
these  two  paragraphs  do  not  themselves 
become  effective  until  January  2,  1978. 
This  will  enable  the  appropriate  regula¬ 
tory  agencies  to  mcxiitor  the  transfer 
agent  industry’s  progress  in  making  any 
adjustments  necessary  to  comply  with 
the  rules. 

VI.  Text  of  §5  240.17Ad-l  Through 
nAD-7 

§  2  to.  1 7.4ti— 1  Definition!,. 

As  used  in  this  section  and  S§  240.17 
Ad-2.  240.17Ad-3.  240.17Ad-4,  240.17Ad- 
5,  240.17Ad-6.  and  240.17Ad-7: 

(a)  The  term  "item”  means  a  certifi¬ 
cate  or  certificates  pf  the  same  issue  of 
securities  covered  by  <me  ticket  (or.  if 
there  is  no  ticket,  presented  by  one  pre¬ 
senter)  presented  for  transfer,  or  an  in¬ 
struction  to  a  transfer  agent  which  holds 
securities  registered  in  the  name  of  the 
presenter  to  transfer  or  to  make  avail¬ 
able  all  or  a  portion  of  those  securities. 
In  the  case  of  an  outside  registrar  each 
certificate  to  be  coimtersigned  is  an  Mem. 

(b)  The  term  “outside  registrar”  with 
respect  to  a  transfer  item  means  a  trans¬ 
fer  agent  which  performs  only  the  reg¬ 
istrar  fimetion  for  the  certificate  or  cer¬ 
tificates  presented  for  transfer  and  in¬ 
cludes  the  persons  performing  similar 
functions  with  respect  to  debt  issues. 

(c)  An  item  is  “made  available”  when 

(1)  In  the  case  of  an  item  for  which 
the  services  of  an  outside  registrar  are 
not  required,  or  which  has  been  received 
from  an  outside  registrar  after  process¬ 
ing.  the  transfer  agent  dispatches  ot 
mails  the  item  to,  or  the  item  is  awaiting 
pick-up  by,  the  preseniix'  or  a  person 
designated  by  the  presenter,  or 

(2)  In  the  case  of  an  item  for  which 
the  services  (A  an  outside  registrar  are 
required,  the  transfer  agent  dispatches  or 
malls  the  item  to,  or  the  item  is  awaiting 
pick-up  by.  the  outside  registrar,  or 

(3)  In  the  case  of  an  it^  for  which  an 
outside  registrar  has  completed  process¬ 
ing,  the  outside  registrar  dispatches  or 
malls  the  item  to.  or  the  item  is  awaiting 
pick-up  by,  the  presenting  transfer 
agent. 


(d)  The  “transfer”  of  an  item  is  ac¬ 
complished  when,  in  accordance  with  the 
presentOT’s  instructions,  all  acts  neces¬ 
sary  to  cancel  the  certificate  or  certifi¬ 
cates  presented  for  transfer  and  to  issue 
a  new  coiificate  certificates,  includ¬ 
ing  the  performance  of  the  registrar 
functiem,  are  completed  smd  the  item  is 
made  available  to  the  presenter  by  the 
transfer  agent,  or  when,  in  accordance 
with  the  presenter’s  instructions,  a  trans¬ 
fer  agent  which  holds  securities  regis¬ 
tered  in  the  name  of  the  presenter  com¬ 
pletes  all  acts  necessary  to  issue  a  new 
certificate  or  certificates  representing  all 
or  a  portion  of  those  securities  and  makes 
available  the  new  certificate  or  certifi¬ 
cates  to  the  presenter  or  a  person  des¬ 
ignated  by  the  presenter  or,  with  respect 
to  tliose  transfers  of  record  ownership  to 
be  accomplished  without  the  physical  is¬ 
suance  of  certificates,  completes  registra¬ 
tion  of  change  in  ownership  of  all  or  a 
portion  of  those  securities. 

(e)  ’The  “turnaround”  of  an  item  is 
completed  when  transfer  is  accomplished 
or.  when  an  outside  registrar  is  invidved. 
the  transfer  agent  in  accordance  with 
the  presenter’s  instructions  completes  all 
acts  necessary  to  cancel  the  certificate  or 
certificates  presented  for  transfer  and  to 
issue  a  new  certificate  or  certificates,  and 
the  item  is  made  available  to  an  outside 
registrar. 

The  term  “process”  means  the  ac¬ 
complishing  by  an  outside  registrar  of 
all  acts  necessary  to  perform  the  regis¬ 
trar  function  and  to  make  available  to 
the  presenting  transfer  agent  the  com¬ 
pleted  certificate  or  certificates  or  to  ad¬ 
vise  the  presenting  transfer  agent,  orally 
or  in  writing,  why  performance  of  the 
registrar  function  is  delayed  or  may  not 
be  completed. 

(g)  The  “receipt”  of  an  Item  or  a  writ¬ 
ten  inquiry  or  request  occurs  when  the 
item  or  written  inquiry  or  request  arrives 
at  the  premises  at  which  the  transfer 
agent  performs  transfer  agent  functions, 
as  defined  in  Section  3(a)  (25)  of  the  Act. 

(h)  A  “business  day”  is  suiy  day  dur¬ 
ing  which  the  transfer  agent  is  normally 
open  for  business  and  excludes  Satur¬ 
days,  Sundays,  and  legal  holidays,  or 
other  holidays  normally  observed  by  the 
transfer  agent. 

(i)  An  item  is  “routine”  if  it  does  not 
(1)  require  requisitioning  certificates  of 
an  issue  for  which  the  transfer  agent, 
under  the  terms  of  its  agency,  does  not 
maintain  a  supply  of  certificates;  (2) 
include  a  certificate  as  to  which  the 
transfer  agent  has  received  notice  of  a 
st(^  order,  adverse  claim,  or  any  other 
restriction  on  transfer;  (3)  require  any 
additional  certificates,  documentation, 
instructions,  assignments,  guarantees, 
endorsements,  explanations,  or  (Hiinions 
of  counsel  before  transfer  may  be  ef¬ 
fected;  (4)  require  review  of  supporting 
documentation  other  than  assignments, 
endorsements  or  stock  powers,  certified 
corporate  resolutions,  signature,  or  other 
common  and  ordinary  guarantees,  or  ap¬ 
propriate  tax,  or  tax  waivers;  (5)  involve 
a  transfer  in  connection  with  a  reorgani¬ 
zation.  tender  offer,  exchange,  Redemp¬ 
tion.  or  llquidatlcm;  (6)  Include  a  war¬ 
rant,  right,  or  convertible  security  pre- 
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sented  for  transfer  of  record  ownership 
within  five  business  days  before  any  day 
upon  which  exercise  or  conversion  privi¬ 
leges  lapse  or  change;  (7)  include  a  war¬ 
rant,  r^ht,  or  convertible  security  pre¬ 
sented  for  exercise  or  conversion:  or  (8) 
include  a  security  of  an  issue  which 
within  the  previous  15  business  days  was 
offered  to  the  public,  pursuant  to  a  regis- 
traticm  statement  effective  under  the  Se¬ 
curities  Act  of  1933.  in  an  offering  not  of 
a  continuing  nature. 

§  240.17Ad— 2  Turnaround,  prorcs-iing, 
and  forwarding  of  itemii. 

(a)  Every  registered  transfer  agent 

•  except  when  acting  as  an  outside  regis¬ 
trar)  shall  turnaround  within  three  busi¬ 
ness  days  of  receipt  of  at  least  90  percent 
of  all  routine  items  received  for  transfer 
during  a  month.  For  the  purposes  of  this 
paragraph,  items  receiv^  at  or  before 
noon  on  a  business  day  shall  be  deemed 
to  have  been  received  at  noon  on  that 
day,  and  Items  received  after  noon  on  a 
business  day  or  received  on  a  day  not  a 
business  day  shall  be  deemed  to  have 
been  received  at  noon  cm  the  next  busi¬ 
ness  day. 

cb)  Every  registei'ed  ti’ansfer  agent 
acting  as  an  outside  registrar  shall 
process  at  least  90  percent  of  all  items 
received  during  a  month  ( 1 )  by  the  open¬ 
ing  of  business  on  the  next  business  day, 
in  the  case  of  items  received  at  or  before 
noon  on  a  business  day,  and  (2)  by  noon 
of  the  next  business  day,  in  the  case  of 
items  received  after  noon  on  a  business 
day.  For  the  purposes  of  paragraphs  (b) 
and  (d)  of  this  section,  “items  received” 
shall  not  Include  any  item  enumerated 
in  §  240.17Ad-l(i)  (5),  (6),  (7),  or  (8) 
or  any  Item  which  is  not  accompanied  by 
a  debit  or  cancelled  certificate.  For  the 
purposes  of  this  paragraph,  items  re¬ 
ceived  on  a  day  not  a  biislness  day  shall 
be  deemed  to  have  been  received  before 
noon  on  the  next  business  day. 

(c)  Any  registered  transfer  agent 
which  fails  to  comply  with  paragraph 

•  a)  of  this  section  with  respect  to  any 
month  shall,  within  ten  business  days 
following  Uie  end  of  such  month,  file 
with  the  Commission  and  the  transfer 
agent’s  appropriate  regulatory  agency,  if 
it  is  not  the  Ccmimission.  a  written  notice 
in  accordance  with  paragraph  (h)  of  this 
section.  Such  notice  shall  state  the  niun- 
ber  of  routine  items  and  the  number  of 
non-routine  items  received  for  transfer 
during  the  month,  the  number  of  routine 
items  ^^ch  the  registered  transfer  ag^t 
failed  to  tumaroimd  in  accordance  with 
the  requirements  of  paragraph  (a)  of 
this  section,  the  percentage  that  such 
routine  items  represmt  of  all  routine 
items  received  during  the  month,  the 
reasons  for  such  failure,  the  steps  which 
have  been  taken,  are  being  taken  or  will 
be  taken  to  prevent  a  future  failure  and 
the  number  of  routine  Itons,  aged  in 
Increments  of  one  business  day,  which  as 
of  the  close  of  business  on  the  last  busi¬ 
ness  day  of  the  month  have  been  in  its 
possession  for  more  than  four  business 
dasns  cmd  have  not  been  tiimed  aroimd. 

(d)  Any  registered  transfer  ag&A 
which  falls  to  ccunply  with  paragraph 


<b)  of  this  section  with  respect  to  any 
month  shall,  within  ten  business  days 
following  the  ^d  of  such  month,  file  with 
the  Commission  and  Uie  transfer  agent’s 
appropriate  regulatory  agency.  If  It  Is 
not  the  Commission,  a  written  notice  in 
accordance  with  paragraph  (h)  of  this 
section.  Such  notice  shall  state  the  num¬ 
ber  of  it^s  received  for  processing  dur¬ 
ing  the  month,  the  number  of  It^ns 
which  the  reg^tered  transfer  agent 
failed  to  process  in  accordance  with  the 
reqmrements  of  paragraph  (b)  of  this 
section,  the  percentage  that  such  items 
represent  of  all  items  received  during  the 
month,  the  reasons  for  such  failure  and 
the  steps  which  have  been  taken,  are 
being  taken  or  will  be  taken  to  prevent  a 
future  failure,  and  the  number  of  items 
which  as  of  the  close  of  business  on  the 
last  business  day  of  the  month  have  been 
in  the  transfer  agent’s  possession  for 
more  than  the  time  allow'ed  for  process¬ 
ing  and  have  not  been  processed. 

(e)  All  routine  items  not  turned 
around  within  three  business  days  of  re¬ 
ceipt  and  all  items  not  processed  within 
the  periods  prescribed  by  paragraph  (b) 
of  this  secti<m  shall  be  turned  around  or 
processed  promptly,  and  all  non-routine 
Items  shall  receive  diligent  and  con¬ 
tinuous  attention  and  shall  be  turned 
around  as  soon  as  possible. 

<f)  A  roistered  transfer  agent  which 
receives  items  at  locations  other  than  tlie 
premises  at  which  it  r>erforms  transfer 
agent  fimctions  shall  have  appropriate 
procediues  to  assure,  and  shidl  assure, 
that  items  are  forw^arded  to  such  prem¬ 
ises  promptly. 

(g)  A  registered  transfer  agent  which 
receives  processed  items  from  an  outside 
registrar  shall  have  appropriate  proced¬ 
ures  to  assure,  and  shall  assure,  that  such 
items  are  made  available  promptly  to  the 
presentor. 

(h)  Any  notice  required  by  this  sec- 
tl(m  or  §  240.1 7Ad-4  shall  be  filed  as 
follows : 

<1)  Any  notice  required  to  be  filed 
with  the  Commission  shall  be  filed  in 
triplicate  with  the  principal  office  of  the 
Commission  in  Washington,  D.C.  20549 
and,  in  the  case  of  a  registered  transfer 
agent  for  which  the  Commission  is  the 
appropriate  regulatory  agency,  an  addi¬ 
tional  copy  shall  be  filed  with  the  Re¬ 
gional  Office  of  the  Commission  for  the 
region  in  which  the  registered  transfer 
agent  has  its  principal  office  for  trans¬ 
fer  agent  activities. 

(2)  Any  notice  required  to  be  filed  with 
the  Comptroller  of  the  Currency  shall  be 
filed  with  the  Office  of  the  C(»nptroller 
of  the  Currency,  Administrator  ot  Na¬ 
tional  Banks,  Washington,  D.C.  20219. 

(3)  Any  notice  required  to  be  filed  with 
the  Board  of  Governors  of  the  Federal 
Reserve  System  shall  be  filed  with  the 
Board  of  Governors  of  the  Federal 
Reserve  System,  Washington,  D.C.  20251 
and  with  '^e  Federal  Reserve  Bank  of  the 
district  in  which  the  reglsto'ed  transfer 
agent’s  principal  banking  (^rations  are 
conducted. 

(4)  Any  notice  required  to  be  filed  with 
the  Federal  Deposit  Insurance  Corpora¬ 
tion  shall  be  filed  with  the  Federal  De¬ 


posit  Insurance  Corporation  Waslung- 
icn,  D.C.  20429. 

S  240.17Ad— 3  limitaticms  on  cxpanMon. 

(a)  Any  registered  transfer  agent 
which  is  required  to  file  any  notice  pur¬ 
suant  to  S  240.17Ad-2  (c)  or  (d)  for  each 
of  three  consecutive  months  shall  not. 
from  the  fifth  business  day  after  the  end 
of  the  third  such  month  until  the  end 
of  the  next  following  period  of  three  suc¬ 
cessive  months  during  which  no  such 
notices  have  been  required: 

(1)  Initiate  the  performance  of  any 
transfer  agent  fimctlon  or  activity  lor  an 
issue  for  which  the  transfer  agent  doe.« 
not  perform,  or  is  not  under  agreement 
to  perform,  transfer  agent  functions 
prior  to  such  fifth  business  day;  and 

<2)  With  respect  to  an  issue  for  which 
transfer  agent  functions  are  being  per¬ 
formed  on  such  fifth  business  day,  initi¬ 
ate  for  that  issue  the  performance  of  an 
additional  transfer  agent  function  or  ac¬ 
tivity  which  the  transfer  agent  does  not 
perform,  or  is  not  under  agreement  to 
perform,  prior  to  such  fifth  business  day. 

(b)  Any  registered  transfer  agent 
which  for  each  of  two  consecutive 
months  fails  to  turn  aroimd  at  least  75*!^ 
of  all  routine  items  in  accordance  with 
the  requirements  of  5  240.17Ad-2<a)  or 
to  process  at  least  75%  of  all  items  in 
accordance  with  the  requirements  of 
5  240.17Ad-2(b)  shall  be  subject  to  the 
limitations  imposed  by  paragraph  fa)  of 
this  section  and  further  shall,  within 
twenty  business  days  after  the  close  of 
the  second  such  month,  send  to  the  chief 
executive  officer  of  each  Issuer  for  which 
such  registered  transfer  agent  acts  a 
copy  of  the  written  notice  filed  pursuant 
to  5  240.17Ad-2  (c)  or  (d)  with  respect 
to  the  second  such  month. 

§  21fi.l7A<l— 4  Applicability  of  §§  240.- 
17Ad-2,  240.17Ad-3  and  240.174.1- 
6(a)  (1)  through  (7)  and  (II). 

fa)  Sections  240.17Ad-2.  240.17Ad-3 
and  240.17Ad-6(a)  (1)  through  (7)  and 
(11)  shall  not  apply  to  interests  in 
limited  partnerships,  to  redeemable 
securities  of  investment  companies  regi.*-- 
tered  under  Section  8  of  the  Investment 
Company  Act  of  1940,  or  to  interests  in 
dividend  reinvestment  programs. 

(b)  Except  as  provided  in  paragraph 

(c)  of  this  section,  §§  240. 17 Ad-2  <a  >. 
(b),  (c),  (d)  and  (h),  240.17Ad-3  and 
240.17Ad-6(a)  (2)  through  (7)  and  (ID 
shall  not  apply  to  any  registered  transfer 
agent  which  during  any  six  consecutive 
months  shall  have  received  fewer  than 
500  items  for  transfer  and  fewer  than  500 
items  for  processing  and  which,  within 
ten  business  days  following  the  close  of 
the  sixth  such  consecutive  month,  shall 
have  filed  with  Its  appropriate  regulatory 
agency  a  notice  certifying  to  that  effect 
(hereinafter  an  “exempt  transfer 
agent”). 

(c)  Within  five  business  days  follow¬ 
ing  the  close  of  each  month,  every  ex- 
onpt  tnmsfer  agent  shall  calculate  the 
number  of  Items  which  It  received  during 
the  preceding  six  months.  Whenever  any 
exempt  transfer  agent  receives  500  or 
more  Items  for  transfer  or  500  or  more 
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itenid  for  processing  during  any  six  con¬ 
secutive  months,  it  shall,  within  ten  busi¬ 
ness  days  after  the  end  of  such  month, 
file  with  its  appropriate  regulatory 
agency  notice  to  that  effect.  Thereafter, 
beginning  with  the  first  month  follow¬ 
ing  the  month  in  which  such  notice  is 
required  to  be  filed,  the  registered  trans¬ 
fer  agent  shall  no  longer  be  exempt  under 
paragraph  (b)  of  this  section  from  the 
requirements  of  §§  240.17 Ad-2  (a),  (b), 
•  c>,  (d)  and  (h),  240.17Ad-3  and  240.- 
17Ad-6(a>  (2)  through  (7)  and  (11). 
Any  registered  transfer  agent  which  has 
ceased  to  be  an  exempt  transfer  agent 
shall  not  qualify  again  for  exemption 
until  it  has  conducted  its  transfer  agent 
operations  pursuant  to  the  foregoing  sec¬ 
tions  for  six  consecutive  months  follow¬ 
ing  the  month  in  which  it  filed  the  notice 
required  by  this  paragraph. 

§  240.1 7Ad—.S  Wrillen  inquiries  and  r«*- 
queMo. 

ia  >  When  any  person  makes  a  written 
inquiry  to  a  registered  transfer  agent 
concerning  the  status  of  an  item  pre¬ 
sented  for  transfer  during  the  preced¬ 
ing  six  months  by  such  person  or  anyone 
acting  on  his  behalf,  which  inquiry  iden¬ 
tifies  the  issue,  the  number  of  shares  (or 
principal  amount  of  debt  securities  or 
number  of  units  if  relating  to  any  other 
kind  of  security)  presented,  the  approxi¬ 
mate  date  of  presentment  and  the  name 
in  which  it  is  registered,  the  registered 
transfer  agent  shall,  within  five  business 
days  following  receipt  of  the  inquiry,  re¬ 
spond,  stating  whether  the  item  has  been 
received:  if  received,  whether  it  has  been 
transferred:  if  received  and  not  trans¬ 
ferred,  the  reason  for  the  delay  and 
what  additional  matter,  if  any,  is  neces¬ 
sary  before  transfer  may  be  effected: 
and,  if  received  and  transferred,  the  date 
and  manner  in  which  the  completed  item 
was  made  available,  the  addressee  and 
address  to  which  it  was  made  available 
and  the  number  of  any  new  certificate 
which  was  registered  and  the  name  in 
which  it  was  registered.  If  a  new  certifi¬ 
cate  is  dispatched  or  mailed  to  the 
presenter  within  five  business  days  fol¬ 
lowing  receipt  of  an  inquiry  pertaining 
to  that  certificate,  no  further  response  to 
the  inquiisr  shall  be  required  pursuant  to 
this  paragraph. 

(b>  When  any  broker-dealer  requests 
in  writing  that  a  registered  transfer 
agent  acknowledge  the  transfer  instruc¬ 
tions  and  the  possession  of  a  security 
presented  for  transfer  by  such  broker- 
dealer  or  revalidate  a  window  ticket  with 
respect  to  such  security  and  the  request 
identifies  the  issue,  the  number  of  shares 
(or  principal  amount  of  debt  securities 
or  number  of  units  if  relating  to  any 
other  kind  of  security) .  the  approximate 
date  of  presentment,  the  certificate  niun- 
ber  and  the  name  in  which  it  is  regis¬ 
tered.  every  registered  transfer  agent 
shall,  within  five  business  days  following 
receipt  of  the  request,  in  writing,  confirm 
or  deny  possession  of  the  security,  and, 
if  the  registered  transfer  agent  has 
possession,  (1)  acknowledge  the  transfer 
instructions  or  (2)  revalidate  the  window 
ticket.  If  a  new  certificate  is  dispatched 


or  mailed  to  the  presenter  within  five 
business  days  following  receipt  of  a  re¬ 
quest  pertaining  to  that  certificate,  no 
further  response  to  the  inquiry  shall  be 
required  pursuant  to  this  paragraph. 

(c)  When  any  person,  or  anyone  acting 
tmder  his  authority,  requests  in  writing 
that  a  transfer  agent  confirm  possession 
as  of  a  given  date  of  a  certificate  pre¬ 
sented  by  such  person  during  the  30  days 
before  the  date  the  inquiry  is  received 
and  the  request  identifies  the  issue,  the 
number  of  shares  (or  principal  amount 
of  debt  securities  or  number  of  units  if 
relating  to  any  other  kind  of  security), 
the  approximate  date  of  presentment, 
the  certificate  number  and  the  name  in 
which  the  certificate  was  registered, 
every  registered  transfer  agent  shall, 
within  ten  business  days  following  re¬ 
ceipt  of  the  request  and  upon  assurance 
of  payment  of  a  reasonable  fee  if  re¬ 
quired  by  such  transfer  agent,  make 
available  a  written  response  to  such  per¬ 
son.  or  anyone  acting  under  his  author¬ 
ity.  confirming  or  denying  possession  of 
such  security  as  of  such  given  date. 

(d)  When  any  person  requests  in  writ¬ 
ing  a  transcript  of  such  person’s  account 
with  respect  to  a  particular  issue,  either 
as  the  account  appears  currently  or  as  it 
appeared  on  a  specific  date  not  more 
than  six  months  prior  to  the  date  the 
registered  transfer  agent  receives  the  re¬ 
quest.  every  registered  transfer  agent 
shall,  within  twenty  business  days  fol¬ 
lowing  receipt  of  the  request  and  upon 
assurance  of  payment  of  a  reasonable 
fee  if  required  by  such  transfer  agent, 
make  available  to  such  person  a  tran¬ 
script,  ledger  or  statement  of  accoimt  in 
sufficient  detail  to  permit  reconstruction 
of  such  account  as  of  the  date  for  which 
the  transcript  was  requested. 

§  240.17Ad— 6  Recordkeeping. 

(a)  Every  registered  transfer  agent 
shall  make  and  keep  current  the  fol¬ 
lowing  : 

(1)  A  receipt,  ticket,  schedule,  log  or 
other  record  showing  the  business  day 
each  routine  item  and  each  non-routine 
item  is  (i)  received  from  the  presenter 
and,  if  applicable,  from  the  outside  reg¬ 
istrar  and  (ii)  made  available  to  the  pre¬ 
senter  and.  if  applicable,  to  the  outside 
registrar; 

(2)  A  log,  tally,  journal,  schedule  or 
other  record  showing  for  each  month: 

(i)  'The  number  of  routine  items  re¬ 
ceived; 

<ii)  'The  number  of  routine  items  re¬ 
ceived  during  the  month  that  were 
turned  around  within  three  business  days 
of  receipt; 

(ill)  Hie  niunber  of  routine  items  re¬ 
ceived  during  the  month  that  were  not 
turned  around  within  three  business  days 
of  receipt; 

(iv)  The  number  of  non-routine  items 
received  during  the  m(mth; 

(V)  The  number  of  non-routine  items 
received  during  the  months  that  were 
turned  aroimd; 

(Vi)  The  number  of  routine  items  that, 
as  of  the  close  ot  business  on  the  last 
business  day  of  each  month,  have  been 
in  such  registered  transfer  agent’s  pos¬ 


session  for  more  than  four  business  days, 
aged  in  Increments  of  cme  business  day 
(beginning  on  the  fifth  business  day); 
and 

(vii)  ’The  number  of  n<m-routine  items 
in  such  registered  transfer  agent’s  pos¬ 
session  as  ot  the  close  of  business  on  the 
last  business  day  of  each  month; 

(3)  With  respect  to  items  for  which 
the  registered  transfer  agent  acts  as  an 
outside  registrar: 

(i)  A  receipt,  ticket,  schedule,  log  or 
other  record  showing  the  date  and  time : 

(A)  Each  item  is  (1)  received  from 
the  presenting  transfer  agent  and  (2> 
made  available  to  the  presenting  trans¬ 
fer  agent: 

(B)  Each  written  or  oral  notice  of 
refusal  to  perform  the  registrar  fimc- 
tion  is  made  available  to  the  presenting 
transfer  agent  ( and  the  substance  of  the 
notice* :  and 

(ii*  A  log.  tally,  journal,  schedule  or 
other  record  showing  for  each  month: 

(A)  The  number  of ‘items  received: 

(B)  ’The  number  of  items  processed 
within  the  time  required  by  §  240.17Ad- 
2(b* :  and 

(C)  'The  number  of  items  not  proc¬ 
essed  within  the  time  required  by  5  240.- 
17Ad-2(b); 

(4*  A  record  of  calculations  demon¬ 
strating  the  registered  transfer  agent’s 
monitoring  of  its  performance  under 
§  240.17Ad-2  (a*  and  (b*: 

(5*  A  copy  of  any  written  notice  filed 
pursuant  to  5  240. 17 Ad-2: 

(6*  Any  written  Inquiry  or  request, 
including  those  not  subject  to  the  re¬ 
quirements  of  §  240.17Ad-5.  concerning 
an  item,  showing  the  date  received:  a 
copy  of  any  written  response  to  an  in¬ 
quiry  or  request,  showing  the  date  dis¬ 
patched  or  mailed  to  the  presenter;  if 
no  response  to  an  inquiry  or  request  was 
made,  the  date  the  certificate  involved 
was  made  available  to  the  presenter; 
or,  in  the  case  of  an  inquiry  or  request 
under  §  240.17Ad-5(a)  responded  to  by 
telephone,  a  telephone  log  or  memoran¬ 
dum  showing  the  date  and  substance  of 
any  telephone  response  to  the  inquiry; 

(7)  A  log,  journal,  schedule  or  other 
record  showing  the  number  of  inquiries 
subject  to  §  240.17Ad-5  (a),  (b).  (c)  and 
(d)  received  during  each  month  but  not 
responded  to  within  the  required  time 
frames  and  the  number  of  such  inquiries 
pending  as  of  the  close  of  business  on 
the  last  business  day  of  each  month; 

(8)  Any  document,  resolution,  con¬ 
tract,  appointment  or  other  writing,  and 
any  supporting  document,  concerning 
the  appointment  and  the  termination  of 
such  appointment  of  such  registered 
transfer  agent  to  act  in  any  capacity 
for  any  issue  on  behalf  of  the  issuer, 
on  behalf  of  itself  as  the  issuer  or  on 
behalf  of  any  person  who  was  engaged 
by  the  issuer  to  act  on  behalf  of  the 
issuer; 

(9)  Any  record  of  an  active  (i.e.,  un¬ 
released)  stop  order,  notice  of  adverse 
claim  or  any  other  restriction  on 
transfer; 

(10)  A  copy  of  any  transfer  journal 
and  registrar  journal  prepared  by  such 
registered  transfer  agent;  and 
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(11)  Any  document  upon  which  the 
ti'ansfer  agent  bases  its  determination 
that  an  item  received  for  transfer  was 
received  in  connection  with  a  reorgani¬ 
zation,  tender  offer,  exchange,  redemp¬ 
tion,  Uquidation,  conversion  or  the  sale 
of  securities  registered  pursuant  to  the 
Secmities  Act  of  1933  and,  accordingly, 
was  not  routine  under  §  240.17Ad-l(i) 
(5)  or  (8). 

(b)  Every  registered  transfer  agent 
which,  under  the  terms  of  its  agency, 
maintains  securityholder  records  for  an 
issue  or  which  acts  as  a  registrar  for  an 
issue  shall,  with  respect  to  such  issue, 
obtain  from  the  issuer  or  its  transfer 
agent  and  retain  documentation  setting 
forth  the  total  number  of  shares  or 
principal  amount  of  debt  securities  or 
total  niimber  of  units  if  relating  to  any 
other  kind  of  security  authorized  and 
the  total  issued  and  outstanding  pur¬ 
suant  to  issuer  authorization. 

(c)  Every  registered  transfer  agent 
which,  imder  the  terms  of  its  agency, 
maintains  securityholder  records  for  an 
Issue  shall,  with  respect  to  such  issue, 
retain  each  cancell^  registered  bond, 
ddaenture,  share,  warrant  or  right,  other 
registered  evidence  of  indebtedness,  or 
other  certificate  of  ownership  and  all 
accompanying  documentation,  except  le¬ 
gal  papers  returned  to  the  presenter. 

§  240.17Ad— 7  Rerord  iH'lenlioii. 

<a)  The  records  required  by  §  240.- 
17Ad-6(a),  (1),  (3)(i),  (6)  or  (11)  shall 
be  maintained  for  a  period  of  not  less 
than  two  years,  the  first  six  months  in 
an  easily  accessible  place. 

(b)  The  records  required  by  §  240.- 
17Ad-6(a)  (2),  (3)(ii),  (4),  (5)  or  (7) 
shall  be  maintained  for  a  period  of  not 
less  than  two  years,  the  first  year  in  an 
easily  accessible  place. 

(c)  The  records  required  by  $  240.- 
17Ad-6(a)  (8).  (9)  and  (10)  and  (b) 
shall  be  maintained  in  an  easily  acces- 
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sible  place  during  the  continuance  of  the 
transfer  agency  and  shall  be  maintained 
for  one  year  after  termination  of  the 
transfer  agency. 

(d)  The  records  required  by  §240.- 
17Ad-6(c)  shall  be  maintained  for  a  pe¬ 
riod  of  not  less  than  six  years,  the  first 
six  months  in  an  easily  accessible  place. 

(e)  Every  registered  transfer  agent 
shall  maintain  in  an  easily  accessible 
place : 

<  1 )  All  records  required  under  §  240.- 
17f-2(d)  until  at  least  three  years  after 
the  termination  of  employment  of  those 
persons  required  by  !  240.17f-2  to  be  fin¬ 
gerprinted;  and 

(2)  All  records  required  pursuant  to 
§  240.17f-2(e)  for  three  years. 

(t)  The  records  required  to  be  main¬ 
tained  pursuant  to  §  240.17Ad-6  may  be 
product  or  reprcxluced  on  microfilm 
and  be  preserved  in  that  form  for  the 
time  required  by  §  240.17Ad-7.  If  such 
microfilm  substitution  for  hard  copy  is 
made  by  a  registered  transfer  agent,  it 
shall: 

(1)  At  all  times  have  available  for  ex- 
aminaticm  by  the  Ctxnmlsslon  and  the 
appropriate  regulatory  agency  for  such 
transfer  agent,  facilities  for  Immediate, 
easily  readable  projection  of  the  micro¬ 
film  and  for  producing  easily  readable 
facsimile  enlargements; 

(2)  Arrange  the  records  and  index  and 
file  the  films  in  such  a  manner  as  to 
permit  the  immediate  location  of  any 
particular  record; 

<3)  Be  ready  at  all  times  to  provide, 
and  immediately  provide,  any  facsimile 
enlargement  which  the  Commisslm  and 
the  appropriate  regulatory  agency  by 
their  examiners  or  other  respresenta- 
tives  may  request;  and 

(4)  For  the  period  for  which  the  mi¬ 
crofilmed  records  are  required  to  be 
maintained,  store  separately  from  the 
miglnal  microfihn  records  a  copy  of  the 
microfilm  records. 


(g)  If  the  records  required  to  be  main¬ 
tained  and  preserved  by  a  registered 
transfer  agent  pursuant  to  the  reciuire- 
ments  of  iS240.17Ad-«  and  240.17Ad-7 
are  maintained  and  preserved  (m  behalf 
of  the  registered  transfer  agent  by  an 
outside  service  bureau,  other  record¬ 
keeping  service  or  the  Issuer,  the  regis¬ 
tered  transfer  agent  shall  obtain,  from 
such  outside  service  bureau,  other  rec¬ 
ordkeeping  service  or  the  issuer,  an 
agreement,  in  writing,  to  the  effect  that; 

(1)  Such  recwds  are  subject  at  any 
time,  or  from  time  to  time,  to  reasonable 
periodic,  sijeclal,  or  other  examinations 
by  representatives  of  the  Commission 
and  the  appropriate  regulatory  agency 
for  such  registered  transfer  agent,  if  it 
is  not  the  Commission;  and 

(2)  The  outside  service  bureau,  rec¬ 
ordkeeping  service,  or  issuer  will  furnish 
to  the  Commission  and  the  appn^riate 
regulatory  agency,  upon  demand,  at 
either  the  principal  office  or  at  any  re¬ 
gional  office, 'ccanplete,  correct  and  cur¬ 
rent  hard  copies  of  any  and  all  such 
records. 

(h)  When  a  registered  transfer  agent 
ceases  to  perform  transfer  agent  func¬ 
tions  for  an  issue,  the  responsibility  of 
such  transfer  agent  under  §  240.17Ad-7 
to  retain  the  records  required  to  be  made 
and  kept  current  under  §  240.17Ad-6(a) 
(1),  (6),  (9),  (10)  and  (11),  (b)  and  (c) 
shall  end  upon  the  delivery  of  such  rec¬ 
ords  to  the  successor  transfer  agent. 

Accordingly,  the  Commissi<»i  hereby 
ad(8?ts  §§  240.17Ad-l,  240.17Ad-2,  240.- 
17Ad-S,  140.17Ad-4,  240.17Ad-5,  240.17 
Ad-6  and  240.17Ad-7. 

By  the  Commisslcm. 

Obohge  A.  Fttzsimmons, 
Secretary. 

Jum  16,  1977. 

|FB  Doc.77-17766  PUmI  6-33-77:6:46  am] 
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SECURITIES  AND  EXCHANGE 
COMMISSION 

[  17  CFR  Part  240  ] 

I  Release  No.  34-13G37;  FUe  No.  67-7071 
REGULATION  OF  TRANSFER  AGENTS 
Notice  of  Proposed  Rulemaking 

AOEINCY:  Securities  and  Exchange 
Commission. 

ACTION:  Pi'oposed  rule. 

SUMMARY:  The  Commission  proposes  to 
amend  its  rule  on  written  inquiries  and 
requests  to  require  that  ti'ansfer  agents 
acknowledge  promptly  and  respond  as 
.^oon  as  possible  to  certain  commimica- 
tions  which  do  not  meet  the  require¬ 
ments  of  the  rule. 

DATES:  Comments  must  be  received  on 
or  before  August  15,  1977. 

.\DDRESS:  Written  comments.  In  trip¬ 
licate,  should  be  addressed  to  the  Secre¬ 
tary,  Securities  and  Exchange  Commis¬ 
sion,  Washington.  D.C.  20549,  and  refer 
to  file  No.  S7-707. 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

Harr>'  P.  Day,  Assistant  Dii-ector,  Di¬ 
vision  of  Market  Regulation,  Securi¬ 
ties  and  Exchange  Cmnmission,  Wasli- 
ington.  D.C,  20549  (202-472-4515  or 
202-755-8834). 

SUPPLEMENTARY  INFORMATION: 
Notice  is  hereby  given  that  the  Securi¬ 
ties  and  Exchange  Commission  (the 
“Commission”)  has  under  consideration 
a  proposal  to  amend  Title  17,  Chapter 
n.  Part  240  of  the  Code  at  Fedei^  Reg- 
ulaticxis  to  add  S  240.17Ad-5(e)  under 
the  Securities  Exchange  Act  of  1934  (the 


“Act"*,  in  particular  Sections  2,  17,  17A 
and  23(a)  of  that  Act,  15  U.S.C.  78b, 
78q,  78q-l  and  78w(a).  In  accordance 
with  Section  17A(d)  (3)  (A)  (i>  of  the 
Act,  15  use.  78q-l(d)(3)(A)(i).  the 
Commission  consulted  and  requested 
the  views  of  the  Federal  bank  regulatory 
agencies  at  least  fifteen  days  prior  to 
this  amiouncement. 

Proposed  5  240.17Ad-5<e) 

Simultaneously  with  the  publication 
of  this  release,  the  Commission  has  pub¬ 
lished  notice  of  the  adoption  of  rules 
prescribing  performance  standards  for 
registered  transfer  agents.  Section  240.- 
17 Ad-5  of  tho.se  rules  is  designed  to  as¬ 
sure  prompt  response  to  inqiuiries  con¬ 
cerning  the  status  of  items  presented  for 
transfer  and  to  certain  other  inquiries, 
in  order  to  better  meet  the  needs  of  in¬ 
vestors  who  deal  with  transfer  agents, 
t6  promote  more  prompt  identification 
of  lost  securities  and  to  assist  broker- 
dealers  undergoing  examination  and 
seeking  to  comply  with  requirements  re¬ 
lating  to  control  of  customer  securities. 

The  applicability  of  S  240.17Ad-5  to 
certain  inquiries  and  requests  depends 
upon  the  transfer  agent’s  receipt  of  in¬ 
formation  described  in  that  section.  It 
is  possible,  however,  that  through  inad¬ 
vertence  the  person  making  the  inquiry 
or  request  will  omit  some  of  ’the  infor¬ 
mation  described  in  the  rule.  In  such 
circumstance,  it  nevertheless  is  desir¬ 
able  that  an  appropriate  response  be 
made  promptly  by  the  transfer  agent. 
Proposed  paragraph  (e)  would  apply 
when  an  inquiry  fails  to  provide  all 
of  the  infMination  specified  in  the  rule, 
or  request  Information  In  excess  of  the 
time  periods  specified  therein.  In  those 


circumstances,  proposed  paragraph  (e) 
requires  the  transfer  agent  to  confirm 
promptly  his  receipt  of  the  inquiry  and 
to  respond  as  so<m  as  possible.  If  insuf¬ 
ficient  information  was  provided  in  the 
inquiry  to  enable  the  transfer  agent  to 
research  the  question,  the  transfer  agent 
should  request  the  necessary  additional 
information  in  its  confirmation. 

The  Text  of  Proposed  Rule  17.^d-5'c* 
follows: 

§  2  10. 1  7  A<l— .>  rilU-ti  iii<|uirit'«  aiitl 


«e»  When  any  person  makes  a  written 
inquiry  or  request  which  would  qualify 
under  paragraphs  (a),  (b).  (c),  or  (d) 
of  this  section  except  that  it  fails  to  pro¬ 
vide  all  of  the  Information  specified  in 
those  paragraphs,  or  requests  informa¬ 
tion  in  excess  of  the  time  periods  spec¬ 
ified  therein,  a  registered  transfer  agent 
shall  confirm  promptly  receipt  of  the  in¬ 
quiry  or  request  and  shall  respond  to  it 
as  soon  as  possible. 

•  •  •  «  # 

Ail  interested  persons  are  invited  to 
submit  their  views  upon  proposed  $  240.- 
17Ad-5(e)  in  triplicate  to  (3eorge  A. 
Fitzsimmons.  Secretary,  Securities  and 
Exchange  Commission.  500  North  Capi¬ 
tol  Street,  Washington,  D.C.  20549,  no 
later  than  August  15,  1977.  Reference 
should  be  made  to  file  No.  S7-707.  All 
comments  received  wUl  be  available  for 
public  inspection. 

By  the  Commission. 

George  A.  Fitzsimmons. 

Secretary. 

June  16,  1977. 

[FR  Doc.77-17767  Filed  6-23-77:8:48  ami 
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